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Conversations with an Eminent Labour
Economist: Thomas Lemieux

Thomas Lemieux (TL) is a Professor at the Vancouver School of Economics at the
University of British Columbia (UBC). He completed his PhD in Economics at Princeton
University in 1989. He is a Fellow at the Royal Society of Canada and the Society of
Labor Economists. He has written extensively on wages and income distribution and has
contributed significantly to advances in econometric techniques including regression
discontinuity. He was interviewed at the Asian and Australasian Society of Labour
Economics (AASLE) conference in December 2017 by Rob Bray (RB) from the Centre
for Social Research and Methods at the ANU.

RB: What advice would you give to a young scholar starting off a career in labour
economics?

TL: Spending quite a bit of time being on the other side, the editor’s side, looking at
papers, maybe I am more optimistic than others, but I think really what matters is to
work on interesting questions. That’s often the first thing we look at when we receive
papers at journals.

This is important because obviously publishing in journals is the most
important part of a young scholar’s career. It is often what’s going to determine where
they end up, where their career is going to go. I think often there’s a sense that it’s more
the latest fashion of the day or doing the more technical that is important, but I think
it’s important to keep in mind — at the end of the day — that what most economists
are interested in is seeing some interesting work on important questions. Also, the
interesting and important questions should be answerable with data, especially in the
field of labour economics. Often that’s the big challenge. But I would say, at the same
time, that over my own career the growth in the data that’s available for research has
been very impressive.

David Card (2017)’s talk at the AASLE conference provides a good illustration
of this, with him explaining that even the way we think about the labour market
depends on the data available. That is, before we had good and detailed data about
firms we couldn’t really think so much about the role of firms and this affected the
type of models we had in mind.

So I think — yes, what makes for a good paper, a good research contribution,
is when you have an interesting question that you can actually answer with some data.
And often it’s some new data that’s better in one dimension or another than what
people have done before.
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RB: Do you think there are some big questions that we avoid. For instance, If we
go back, say to the 1920s, questions such as the theory of wages received a lot of
attention by the economics profession, but we don’t hear much about that today.

TL: Yes, it’s true, but it also depends on how we define big questions. I think as in
many other fields, and you see that definitely in the sciences, as the body of work
and research keeps growing and growing, often the contribution will become a little
narrower. So, at the same time compared to what was being done back then it’s true it’s
probably narrower. But now you can still cut bits and pieces of interesting questions
and give a more substantive answer because we have data to answer those questions.

But do you know what? In the field of labour economics I get the sense that
over the last four, five or ten years lots of important questions that have been ignored
for a certain period of time are coming back.

Probably part of the reason is that there was a period where, in the terms
of research, a huge focus was put on using experiments or natural experiments, or
making sure that we have this very convincing source of variation to answer different
questions. I think the issue was that for some of the bigger questions we couldn’t really
think of any way of either running an experiment or having an interesting natural
experiment. As a result people started, maybe not ignoring, but paying less attention
to, some of these questions. For instance, thinking about some of the questions about
the connection between macro and labour, given lots of the macro questions are
happening at the whole economy level, it’s hard to think of the natural experiments
that you can use to answer some of these questions. So I think that’s why, at some
point, the search for these compelling research designs had a real impact on the field
of labour economics and often labour economists started working more on education,
health, or on crime, because there they could find these kind of interesting natural
experiments.

However, I feel that over the last 10 years, and partly because of better data
coming online, as I mentioned for example with David Card (2017) and firm data, we
are in a position where we can start making first steps in understanding how the labour
market really works. I think also, what Americans call the great recession, has also
played a role. I've noticed it in the US because suddenly, from about 2009, not only
was unemployment a very big issue, but also long term unemployment, while it was
traditionally not so much an issue. Suddenly we started seeing much more research
about unemployment and asking what explains these long unemployment spells: ‘Does
it have to do with the structure of the US unemployment insurance program?’; ‘Does
it have to do with some scarring of the workers?’; and so on.

But I would say, overall in labour economics, people have been going back to
some of the core questions that have been left aside a little, ‘because we have this neat
natural experiment’.
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RB: The way you are talking about labour economics it seems you see it mainly
through the lens of empirics ... what’s the role of theory?

I think during the 1980s and 1990s, there was actually lots of progress made on the
theory side and lots of it had to do with leaving aside the standard competitive model
and thinking more about the employment relationship, the role of contracts and so
forth. Bengt Holmstrom recently got a Nobel Prize and lots of his work was very
innovative labour theory, bringing in incentives, imperfect information, etc. But, I
think the connection between that kind of theoretical work and empirical work still
hasn’t been fully established. Actually, some of my own work looks at performance, big
contracts, and mode of compensation and things like that. So I'm always intrigued by
how we can connect that to these models. However, I would say that what most likely
happened is that over the last 20 or 30 years so much more data became available. It’s
a little bit like when you talk about technological change and how it affects the nature
of work. I think in our field the big technological change was that there were so many
computers and they are way more powerful. You can have huge databases and there is
more and more data coming on line.

So I think the big reason why labour economics, certainly over recent years, has
been highly empirical is that, although we can keep improving theory, we don’t have this
big technological revolution that would help push the frontier in terms of theory.

Also, our field has always been more empirical than most other fields of
economics and it’s not surprising that most of the work in labour continues to be
empirical. But talking about this data revolution, it is not just in labour economics.
Many other fields that used to be much more theoretical are now much more empirical,
because they now have data that can be used. So to me it’s not so much that theory
is dead, so to speak, but if you're a young researcher interested in labour economics,
it tends to be that the direction in which you have more chances of making a new
interesting contribution is often finding a new set of data.

RB: One of the big questions which has re-emerged is inequality. This raises two
issues: One is why it has re-emerged? Second, is are we so certain that we actually
have to do something about it?

TL: As you say, equality is certainly one of the big questions coming back. I clearly
remember when I was a graduate student, when I started in graduate school in my
PhD in the 1980s, no one was talking about inequality. I was at Princeton where Alan
Blinder had done some work on the income distribution and inequality. He had written
something in the late 1970s and early 1980s saying that the only remarkable thing
about inequality is that how stable it is, ‘it’s not changing or anything’. Then there
was a big recession in the early 1980s, 1981 to 1984 in the US, and then suddenly
around 1986, remembering that back in those days it always took a couple of years
before the micro data would become available, some people start noticing, ‘oh, it
looks like inequality is growing’. I remember many distinguished labour economists
at the time being interviewed by the New York Times, or whatever, and they said, ‘oh
you know, it’s just the impact of the recession: lots of job loss; less skilled workers;
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manufacturing suffering more but, you know, once the economy comes back we’ll
be fine’. Then two, three years later people realised that it was not coming back and
inequality kept growing. And within a few more years, that’s by 1990, it was the new
big question in labour economics.

The growth in inequality in the US, and this emerging research focus then
generated lots of interest, in the UK in particular, because they then started noticing
inequality increasing in their countries. So I think economists got interested in
inequality again because inequality was suddenly growing.

Inequality research is also a good example of a topic where many different
approaches have been used. Some of the most influential work on inequality is very
descriptive. Picketty and Saez (2003), for instance, have had enormous influence. They
talk a little about explanations but much of what they have done is spend an enormous
amount of energy and effort in developing collaborations with co-authors all over the
world who collect new data and see what’s happening in different countries over the
long run. It is actually an interesting case where you have a mix of highly descriptive
work. With other work, in cases like the minimum wage, for instance, in the US in
particular, where you have some variation across the states, researchers use a little
more of a natural experiment or difference in difference approach to try to assess
the role of that particular factor. But still what I think is interesting about inequality
is how all kinds of different approaches, including very descriptive work, has been
pursued and lots of this highly descriptive work was published in some of the best
journals in the economic profession. I think this is not only because it’s Picketty and
Saez but because it’s a big question. In that case just being interested in the question
and knowing what’s really in the data became something that was very interesting.

RB: Turning to the second part, about whether we should be concerned about
income inequality?

TL: Well, the question of whether inequality is bad, and do we need some? It’s true
that early on, typically the more Chicago - type people would say ‘well, you know, it’s
important to have incentives in the system, to have returns to scale and to have rewards
to effort’. From that point of view we need some inequality. I don’t think anybody is
really debating the basic point that you need some incentive, although we can certainly
argue about what is its importance. Even if you’re running a firm, what’s the role of
purely monetary incentive versus other issues in the way you run your business and
get people to like their work and contribute. But leaving that aside, there is no question
that some incentives are needed in the system, but this is only part of the issue. Rather
it becomes a case of using the kind of framework that has been put forward by people
like Atkinson and others saying, okay, but we also have a social welfare function.
Essentially an argument where the main reason why inequality is bad is just
that if you give one more dollar to a very rich person it doesn’t have any impact, while
it could make a big difference for people at the lower end. I think at the end of the day
it’s mostly that — unless you have a good reason why inequality is good, say for growth
or for incentives. However It seems to me that most of the growth that we’ve had in
inequality, especially in the US, has really not increased the incentive effort, nor has
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it contributed to overall growth. For example, even back in the 1980s the return to
education was quite large, along with the gains from career progression if you were
doing well. So the idea that by paying CEOs ten times more than they were in 1980 is
really going to change behaviour, that is quite unlikely.

RB: So we should be listening a bit more to some of the other fields of economics
as well?

TL: Yes. When I was a young professor at one point I was asked to teach a course
on income distribution covering subjects such as income distribution, inequality
and poverty, and then I actually spent quite a bit of time reading more of the public
economics and welfare literature - people such as Atkinson and others - because
essentially I knew nothing of that from my training. I don’t think that has changed
very much. I think it’s one of these things it would probably be good for every
economist to know a little more about, but at the same time from our point of view,
when we look at inequality, partly it’s just a more substantive way of saying that
inequality is bad.

To me what I find more interesting is actually going down to the explanation
for growth in inequality because I basically don’t think that this inequality is doing
anything good in terms of growth, or putting in more incentives so that people can
be more entrepreneurial. Questions about the bargaining power of workers and the
role of labour market institutions and unions; and the labour share, actually a much
more central issue. It’s something else that when I was in graduate school I didn’t hear
much about, but then when I was teaching my inequality course as a young professor,
I started reading some older work from earlier in the 20th century where this whole
question of income distribution, probably because of data limitation, was all about
how much goes to capital and how much goes to labour in a very aggregate way. Once
again that’s a question that people really stopped thinking about for the same reason,
‘well, the only remarkable thing of the labour share now is how flat it has been’.

But now that labour’s share has been declining it has been raising lots of the
big questions. I have not worked on that very much so I don’t want to venture too
far on the explanation. However, it certainly seems to be a sign, while there may be
some other explanations too, that the changes in the bargaining power of workers
are so large that we’re even detecting it at the aggregate level. I think it’s also related
to one of the reasons why I find what’s happening to the top 1 percent interesting
because early in my career when there was a paper about chief executive pay, I felt
that was very boring work and not that particularly interesting as it was only a small
fraction of the workforce. But then inequality started increasing to the point that
the share of total national income going to the top 1 percent was becoming quite
important. That’s when I started thinking that it’s actually important to understand
what’s happening to these very high income workers because even at the aggregate
level there is an important impact. So then when you actually combine the facts that
the labour share is declining, and that among labour an increasing fraction goes
to the 1 percent, it means that the share of national income going to the lower 99
percent has really fallen quite drastically.
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I think again that’s a case where, because of these big changes that we’re now
seeing, it has become again a hot question to understand. And in one sense maybe
that’s the right way to go. When big things happen in society we should actually
redirect our research effort to this.

RB: One last question. Looking at the citations of your most cited paper, DiNardo,
Fortin, and Lemieux (1996) - the DFL paper - suggests very gradual build up over
time, do you think this was because of slow permeation of ideas or is it because
there’s now been an explosion of interest. And are there any issues for young
scholars who write papers and no one cites them?

TL: The story of that paper is interesting. I mean what I often tell young scholars that
now that I'm a well-established person, I will write a paper and then I get invited to
present it at many places so I will present that paper many times. But with the DFL
paper I was only invited once to present it, to a seminar at the University of Michigan.
I guess part of that was because at the time I was just a new scholar, so people didn’t
really know me. Then it was almost at random that someone asked me, ‘do you want to
come and present?’ So yes it’s my most cited, and probably the paper I'm most proud
of, and I almost did not present it.

While the pattern of citations in part reflects the way Google Scholar works
I would say that at the time it was viewed as a bit of a controversial take on that
question because the key papers that were written in the early 1990s about inequality
were really very conventional. They were about supply and demand, arguing ‘so
what’s happening in inequality must be that demand for highly paid workers is going
up, and here we go’. I mean, if you look at a paper I really like, and which was
extremely influential, by Katz and Murphy (1992), it’s basically just that the supply
of highly educated workers is growing and if the return to education is going up
despite that, it must mean that demand is going up even more, and we’re done — I am
exaggerating a bit.

In the DFL paper we started looking at the data in a different way. At the time
people would focus on wage differentials, so we said let’s just plug in the distribution
and then — then we saw that for men in the US: ‘oh there seems to be a spike and the
minimum wage seems to have a real effect’. I remember, at this moment we said,
‘well, if the minimum wage has a large impact for men what is it going to be for
women’; so then we just got the data for women and plugged the distribution in and
essentially the distribution looked like a triangle. You have the minimum wage and
then it declined. When I saw that I thought, ‘oh boy, that’s going to be — that’s going
to be a good paper, 'm probably going to get tenure and everything, because we
really found something important.

But you know, I think at first, because people thought the explanations were
already there, ‘it’s supply and demand’ there was not much attention. We had a few
people such as Richard Freeman, of course, say, ‘oh no, you should use bargaining
power, it can be important’,and people would say, ‘oh yeah, yeah, Richard, it’s probably
a part of the explanation’, but just part of it. At the time it was not a conventional
explanation. Eventually, however, people realised that, yes, it’s a big part of the story.
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That is also an example of work which was successful because we were looking at
things differently, really trying to look at the whole distribution instead of just specific
wage differentials.

There is a methodological part of the paper too — essentially we suggested
this way of constructing counterfactuals doing these ‘what if” exercises. For instance,
‘what if the unionisation rates were still as high as the early 1970s’. Actually that part —
the methodological part - also caught on and I think part of the reason why the citation
has been going up over time is not purely for its contribution to the labour inequality
literature but also the method.

It’s actually an interesting case, and has a bearing on the question of advice
to young scholars. When I was head of my department at the annual meeting with all
my young colleagues, I was telling them about the importance of going to conferences
and making sure their work was getting to be known. I said, of course, another way of
getting work to be known is to give seminars, but the problem is that to give seminars
you need someone to invite you. So I told them, well, you can still invite more senior
people to present at UBC and then you can get to know them and tell them about your
work and then they can invite you back to their department. So that was my little tip.
Of course I tell them I understand that you cannot expect a young scholar to get five,
ten invitations a year and then I just give this example and say actually my best paper
was almost never presented because I was the new person.
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Labour market transitions in Australia
and Japan: A Panel Data Analysis

Tomoko Kishi' Nanzan University, Japan
Shigeki Kano Osaka Prefectural University, Japan

Abstract

We compare labour market transitions between Australia and Japan using
longitudinal data, applying dynamic multinomial models controlling for initial
values and unobserved heterogeneity. For Australia, casual or fixed-term
employment in period t-1 significantly raises the probability of permanent or
ongoing employment in period t for both men and women. For Japan, fixed-term
employment in period t-1 does not have any significant effect on the probability of
permanent or ongoing employment in period t for either sexes. While for Australian
women, permanent or ongoing employment in the current period significantly
lowers the probability of casual or fixed-term employment in the subsequent
period, for Japanese women, there is a corresponding increase in probability. The
theoretical probability of labour market transitions from fixed-term employment to
permanent employment is the lowest for Japanese women among the four country-
gender groups.

Keywords: fixed-term employment, permanent or ongoing employment, unobserved
heterogeneity, dynamic multinomial logit model, labour market transitions
JEL Classification Codes: C23,J21, J64

1 The first author is affiliated with Nanzan University and the second author with Osaka
Prefectural University. Address for correspondence: Tomoko Kishi, Department of Economics,
Nanzan University, 18 Yamazato-cho, Nagoya 466-8673 Japan, Email: kisi@nanzan-u.ac.jp

Acknowledgements

This work was supported by the Japan Society for the Promotion of Science under Grant Nos.
17K03780 and 26380273. The authors wish to express their gratitude to the Melbourne Institute
of Applied Economic and Social Research and Keio University Panel Data Research Centre
for releasing the Household, Income, and Labour Dynamics in Australia Survey and the Keio
Household Panel Survey, respectively. The authors are also grateful for the useful comments
received from Professors Daiji Kawaguchi, Michio Naoi, Lixin Cai, and the anonymous referees.
All remaining errors are ours.



176

TOMOKO KISHI & SHIGEKI KANO
Labour market transitions in Australia and Japan: A panel data analysis

1. Intfroduction

In most countries, labour markets have several submarkets or segments, distinguished
by different characteristics and behavioural rules. The dual market theory hypothesises
that a dichotomy has developed between a high-wage primary segment and a low-
wage secondary segment. Working conditions in the primary segment are generally
favourable; there is steady employment and job security, and the rules that govern
the organisation of employment are well defined and equitable. The characteristics of
secondary employment, on the other hand, are less favourable. Work here has little job
security and staff turnover rates are high.

Whether labour market segmentation has a significant effect on wages or the
income distribution depends on the allocation of labour. In countries with high degrees
of labour market transitions, employees in the secondary labour market have ample
opportunities to access the primary labour market and labour market segmentation
does not directly lead to dualism in income distribution. On the other hand, in
countries with low degrees of labour market transitions, employees in the secondary
market have limited access to the primary market and the dualistic structure of labour
markets tends to be fixed and lead to persistent wage differentials.

This study compares the labour market dynamics in Australia and Japan,
with a special focus on the transitions out of the secondary market. Australia and
Japan share the issue of labour market dualism but for different backgrounds and
with different outcomes. In Australia, labour market dualism has been observed since
the 1980s, due to various factors, such as increased competition in the international
market, technological changes, and labour market deregulation. This trend occurred
in Japan from the 1990s, due to economic recession (whose effects have persisted
for more than 20 years) and consequent increases in unemployment rates, increased
competition, and technological changes. The speed of labour market casualization
in Japan was higher and accordingly, the effects on income distribution were more
serious than in Australia (Corbett et al., 2009). Having undergone substantial labour
market changes, Australia has a huge longitudinal data resource and a rich literature
in labour market analysis. We expect that a comparative analysis on the common and
alternative aspects of labour market dualism and its dynamics will contribute to a
deeper understanding of the problems inherent to labour markets in this era of change.

Empirical research on the dual labour market in Australia in the 1980s has
been presented by Gregory and Duncan (1981), Zagorsky (1989), and others. Since
the end of the 1990s, researchers have focused on the labour market segmentation
accompanied by labour market casualisation (Burgess and Campbell, 1998; Mitchell
et al., 2005). Since the development of longitudinal data, extensive research on labour
market dynamics has found a lock-in effect of the lower tier of the labour market (Bill,
Mitchel, and Welters, 2006; Welters and Mitchell, 2009; Watson, 2013; and McVicar,
Wooden, and Fok, 2017). Such 21* century studies could be interpreted as a new type
of dual labour market analysis.
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In Japan, empirical research of the dualistic labour market also traces back
to the 1980s, although the main focus was on the wage differentials between large,
and small or medium sized enterprises (Odaka, 1984). Ishikawa and Dejima (1994)
first identified two distinct wage functions corresponding to the two tiers of labour
markets. Teruyama and Toda (2017) and Teruyama (2018) followed Ishikawa and
Dejima’s research, and identified different wage-tenure and wage-experience profile
patterns between regular and non-regular employment. Significant wage differences
between the two segments have been analysed by a number of studies including Ohta
(2006), Takahashi (2016), and Morikawa (2017).

While researchers in Australia try to analyse the dynamism of the labour
market that brings about dualistic structures, researchers in Japan tend to assume that
the dualistic structure of the labour market is a given condition. Accordingly, few
empirical analyses have hitherto attempted to examine the labour mobility between
the two segments. Consequently, this paper measures the probability of changing
employment status in the Japanese labour market and compares this with Australia.
We use comparable longitudinal data/periods for each country, and apply similar
econometric methods. The econometric model considers individual unobserved
heterogeneity, endogeneity, and initial conditions of employment status.

The remainder of this paper is organised as follows. Section 2 takes a general
view of changes in labour markets of both countries and Section 3 reviews previous
research, introducing initial analyses for both countries. Section 4 explains the data,
sets up the model, and presents the hypotheses. Section 5 presents the empirical
analysis and discusses results. Section 6 concludes the paper.

2. Changes in labour markets in Australia and Japan

One of the most striking changes in Australia’s labour market in the past 30 years
is the rise in the proportion of casual and part-time employees as a proportion of
total employment. Part-time employees are defined as employed persons who usually
worked less than 35 hours a week (in all jobs) and either did so during the reference
week or not at work in the reference week (Australian Bureau of Statistics, 2018).
Casual employees are defined as those who were not entitled to paid holiday leave or
paid sick leave.

In Japan, on the other hand, employees in the secondary labour market are
referred to as ‘non-regular employees’ as opposed to ‘regular employees’. The past
30 years of the Japanese labour market have also been characterised by a rise in the
proportion of non-regular employees. However, the distinction between regular and
non-regular employees depends on three factors: the specific employment contract, the
workplace title, and the number of hours worked (Kambayashi, 2013).

The distinction based on the workplace title cannot be used for the comparative
analysis, as there are not any equivalent titles in Australia. The distinction based on
hours worked is not useful for international comparison, either, as there is no set
division in hours worked between part-time and full-time employees in Japan. We
adopt the distinction based on the labour contract, as it has a consistency with that of
Australia, as discussed later.
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3. Literature review

Numerous studies have focused on the persistency of underemployment, low wage
employment, or changes in employment status in specific careers in both Australia and
Japan. However, the study objectives have differed between the two countries.

For Australia, researchers have been devoted to studies on labour market
transitions, in particular transitions out of the secondary segment of the labour
market. Chalmers and Kalb (2001) performed a hazard function analysis, using data
from the ‘Survey on Unemployment and Unemployment Patterns from 1994 to 1997,
to find that casual jobs shorten the time to move from unemployment to permanent
employment. Buddelmeyer and Wooden (2008) (2011) used the Household, Income
and Labour Dynamics in Australia (or HILDA) Survey to examine the rates of
transition from casual employment to non-casual employment, based on a dynamic
multinomial model, and found that for men, casual employment was a bridge to
permanent employment while for women, this was not necessarily true. Cai (2014),
using the first 12 waves of the HILDA Survey, showed that both state dependence
and stepping-stone effects of low pay were present among Australian workers, after
observed and unobserved individual heterogeneity are controlled for. Mavromaras,
Sloane, and Wei (2015) applied a random-effect dynamic probit model to the first 10
waves of the HILDA Survey, and found that, compared with those with skill-matched
jobs, those with skill-underutilised jobs are more likely to be unemployed in the
subsequent period.

For Japan, researchers have been less interested in labour market transitions
than in the persistent effects of the initial employment status to employment status
in later career (Okamura and Islam 2011, Diamond 2018). A few studies have been
devoted to the labour market transitions from non-regular to regular employment, as
in Genda (2011) and Sano (2012).

4. Data, model, and hypotheses

Data

Aslongitudinal data covering similar periods are available for both Australia and Japan,
we use the Household, Income and Labour Dynamics in Australia Survey (hereinafter
referred to as the HILDA), developed by the Melbourne Institute of Applied Economic
and Social Research, and Keio Household Panel Survey (hereinafter referred to as the
KHPS) developed by Keio University. The first year for the HILDA Survey was 2001,
whereas the KHPS began in 2004. We used waves 1-14 (2001-2014) for the HILDA
Survey and waves 1-12 (2004-2015) for the KHPS.

The HILDA Survey is a nationally representative longitudinal study
of Australian households. The study is funded by the Australian Government
Department of Social Services (DSS). It annually collects information on a wide range
of aspects of life in Australia, including household and family relationships, child care,
employment, education, income, expenditure, health and well-being, attitudes and
values on a variety of subjects, and various life experiences. The first wave consisted
of 13,969 respondents.
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The KHPS, on the other hand, is the first comprehensive longitudinal survey
of households in Japan, conducted annually by Keio University, Tokyo. The survey
questionnaire covers topics such as the respondents’ education/employment status,
academic background, household structure, time allocation, consumption, savings,
financial assets, matters related with family, and views and behaviour.? The number of
respondents for the first wave, in 2004, was 4,005 men and women aged 20—69. The
comparison between the two longitudinal datasets is as shown in Appendix Table Al.

We combined waves 1-14 of the HILDA Survey and waves 1-12 of the KHPS,
and selected samples from the wave 1 survey. That is, top-up samples are not used, as
our analysis used the employment status information from wave 1.

Variables pertaining fo employment status

Most of the preceding studies based on the HILDA Survey classifies employment
status into six categories: ‘employed on a permanent or ongoing basis’, ‘employed on a
fixed-term contract’, ‘employed on a casual basis’, ‘self-employed’, ‘unemployed’ and
‘not in the labour force’. Although it is ideal to classify the employment status in the
KHPS in the same manner, it is impossible, as the category ‘casual employees’ does
not exist in Japan and the samples for ‘unemployed’ are too small to be an independent
category.

In the KHPS, there are questions pertaining to employment status based on
both workplace title and labour contracts. As the labour force classification based
on the workplace title is not consistent with that in the HILDA Survey, we use
the classification based on the labour contract. That is, for the KHPS, we classify
employees into those with fixed-term contracts and those with permanent contracts
according to the question; ‘Do you have a fixed-term or an ongoing labour contract?’
The social security system, which includes employee pensions, employment insurance,
and parental leave, is less likely to cover fixed-term employees compared to those with
permanent contracts in Japan (JILPT, 2010). In addition, they have less job stability,
higher turnover rates and lower incomes than those with permanent contracts. That
is, fixed-term employees in Japan share the characteristics of both casual employees
and employees with fixed-term contracts in Australia (Swami, 2017; Gilfillan, 2018).
For this reason, we classified employment status for both data as shown in Table 1. We
group casual employees and fixed-term employees in the HILDA Survey into the same
category termed FC in this paper’.

2 The questionnaire for the KHPS is downloadable from the website: https://www.pdrc.keio.
ac jp/en/paneldata/datasets/jhpskhps/

3 We also included respondents who answered the question pertaining to the current contract
of employment as ‘others’ in this category.
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Table 1: Employment status for the HILDA Survey and the KHPS

HILDA Survey KHPS

N  Not in the labour force, N  Not in the labour force,
Unemployed Unemployed

S Self-employed, S Self-employed,
Employer Employer
Employed in family business Employed in family business
Unpaid family worker Unpaid family worker

FC Employed on a casual basis* or F  Employed on a fixed term®

Employed on a fixed term

P Employed on a permanent or ongoing P Employed on a permanent basis
basis
The model

We employ a dynamic multinomial logit model as in Buddelmeyer and Wooden (2011),
Prowse (2012), and Cai (2014). Consider four mutually exclusive states of employment
for an individual, namely, (1) self-employment, (2) fixed term employment, (3)
permanent employment, and (4) not working. (For the HILDA Survey, the fixed term
includes casual employment.) We define categorical variable S;; such that S;; = 1,2,3
suggests that individual i is self-employed, employed for a fixed term (or on a casual
basis), and permanently employed, treating non-working as a reference state. Further,
let Yj; be a dummy variable taking on unity, if S;; = j.

We assume that the net utility of choosing statej(where j = 1,2,3) is given by

Yie = XitBj + VitYipe—1 + ¥j2Yaie-1 + ¥j3Vaieo1 + @i + €jie, )

depending on the employment status of the last period, control variable X;., and time
invariant, individual-specific unobserved heterogeneity ;. The last term, €;;,, denotes
an identically independently distributed error. In this paper, €j;. is assumed to follow
type I extreme value distribution.

As in the case of univariate dynamic binary choice models with unobserved
heterogeneity, ignoring the initial states, S;o, from the model can cause biases on the
parameter estimation. Thus, following Wooldridge (2005), we assume the structure
of aj; as

@i = Qj1Viin + PjaYoin + PjsVain 1y, j =123 o)

4 In this paper, casual employment (for the HILDA Survey) is based on self-identification.

5 Among the KHPS respondents classified as ‘F (fixed term employment contract), the proportion
of ‘non-regular employees’ classified based on workplace title is 85.4 per cent for men and 96.2 per
cent for women.
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Here pj; casts tri-variate normal random effects:

Hai 012 012 013
H2i| ~N(0,%), X =0y, 0F o0y ©)
Hsi 013 O3 03

Note that the current model allows free correlations among random effects within
individuals, and we can estimate them.

It follows from the above assumptions and rational choices of individuals,that
the probability of S;; = j conditional on the relevant variables, including random
effects, is given by

. exp(m,)
Pr(Sie = j1 Si1s Sie-1, Xis s s 3) = Zi:lex—Pé;nkit)' @)
where,
My = X + Vi1 Viie—1 + Vj2Yair-1 + ¥j3Vzie—1 + 9j1 Vi + ¢j2Yau
)

+ ¢jsYzin + Wi

To construct the joint likelihood function of the sequence of outcomes Sz, Sis, ..., Sir
conditional on S;; and other controls, we need to integrate py;, Ui, U3; out from the
model. Specifically, a Gauss-Hermite quadrature is used for this purpose, the normal
distribution in equation (3) being postulated.

(iv) Variable definitions

The independent variables are as follows: lagged latent variables for
employment status: Y, , latent variable for employment in the first period®: Y1
dummy variables for age classes: Age30_39, Age40_49 and Age50+, dummy
variable for marital status: Married, number of dependent children: Children0_3
and Children4_6, dummy variables for highest education: Degree, Diploma, and
Certificate III/IV (only for the HILDA Survey), and regional unemployment rate:
Region UR. The explanatory variable Region_UR represents the unemployment rate
for each gender in each state or region. For the HILDA Survey, the unemployment
rate in June of each year (original series) from the Labour Force, Australia is used,
and for the KHPS, the unemployment rate in the first quarter of each year (original

6 We take the initial condition of employment status as suggested in Wooldridge (2005).

7 For the HILDA survey, respondents with diplomas or advanced diplomas are set as Diploma =
1. For the KHPS, respondents whose highest educational attainments are technical or junior colleges
are set as Diploma = 1 as well. In Japan, there are not any qualifications corresponding to advanced
diploma, certificate III, and certificate IV.
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series) from the Labour Force Survey is used.®® The independent variables are listed
in Table 2.

Table 2: Explanatory variables

Variable Definition for the HILDA Survey Definition for the KHPS

Age30_39 Dummy = 1 if the respondent’s age is from 30 to 39
Aged0_49 Dummy = 1 if the respondent’s age is from 40 to 49

AgeS0+ Dummy = 1 if the respondent’s age is 50 or more
Married Dummy = 1 if the respondent is Dummy = 1 if the respondent is
married or has a partner married

Children0_3  Dummy =1 if the respondent has at least one resident children aged from 0 to 3

Children4_6 ~ Dummy =1 if the respondent has at least one resident children aged from 4 to 6

Degree Dummy = 1 if the respondent’s highest education is university or higher

Diploma Dummy = 1 if the respondent’s highest ~ Dummy = 1 if the respondent’s highest
education is advanced diploma or education is graduation from technical
diploma or junior college

Certificate Dummy = 1 if the respondent’s highest  As there are no education levels

/v education is Certificate Il or IV equivalent to Certificate IIl or IV in

Japan, this dummy is not used for KHPS

Region_UR Unemployment rate in the state where Unemployment rate in the region

the respondent lives. Unemployment where the respondent lives.
rates by gender (as of June each year) Unemployment rates by gender (as of
are applied the first quarter each year) are applied

We removed observations for respondents either below 20 years of age or those
above 60 years of age, as the former is mainly composed of students and the latter is
composed of those either retired or about to retire. We also removed observations with
missing values for any dependent or independent variables. Appendix Tables A2 and
A3 provide the descriptive statistics for the samples segregated by gender.

8 ABS Statistics, catalogue no. 6202.0 - Labour Force, Australia, May 2017 is used. The
unemployment rate for each state (or territory) is used.

9  Statistics Bureau, Labour Force Survey, Historical data table 8 is used. The unemployment rate
is for each of the 10 regions (the 47 prefectures are classified into 10 regions in this table).
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5 Results

(i) Econometric results

Firstly, we applied the dynamic multinomial logit model as in Section 3. Tables 3-1
and 3-2 report the results for the HILDA Survey for the labour market transitions
of the male and female respondents, respectively. Tables 4-1 and 4-2 show results
from the KHPS for the labour market transitions for the male and female respondents,
respectively. The left-hand side of the tables are obtained from the multinomial logit
estimation without random effects, while the right-hand side of the tables are obtained
from the multinomial logit estimation with correlated random effects. Results shown
in Tables 3-1, 3-2, 4-1 and 4-2 are all marginal effects, with standard deviations in
parentheses.

For all estimated results, the variances and covariance of random effects
are statistically significant. This suggests that the unobserved heterogeneity plays an
important role in determining the employment status of individuals.

Secondly, we estimated probabilities of transitions in employment status from
period #-1 to ¢ using the multinomial logit estimation with correlated random effects,
as shown in Tables 5-1 and 5-2.
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Table 3-1: Mean marginal effects, HILDA 2001-2014, men

HILDA, Men

Employment status, wave t-1
Self-employed
Fixed-term or casual
Permanent

Employment status, wave 1
Self-employed

Fixed-term or casual
Permanent

Age (Reference: 20-29)
30-39

40-49

50-59
Married
Children 0-3
Children 4-6
Degree
Diploma
Certificate

Region_UR

Number of observations
Log likelihood

Model I without random effects

Model 11 with random effects

P

-0.036*
(0.008)
0.208%
(0.009)
0.664*
0.007)

0013
(0.010)
0.042%
0.007)
0.100%
0.007)

0.010
(0.005)
0.006
(0.005)
-0.024%
(0.005)
0.029%
(0.004)
-0.004
(0.005)
-0.007
(0.006)
0.030%
(0.004)
0.021%
(0.006)
0.014*
(0.004)
-0.007*
0.001)

47,261
-30,895.620

FC

-0.102%
(0.008)
0.281%
(0.009)
-0.085*
(0.007)

0012
(0.008)
0.014*
(0.006)
-0.029%
(0.006)

-0.028%
(0.005)
-0.044%
(0.005)
0.052%
(0.005)
-0.010%
(0.003)
0.014%
(0.005)
-0.006
(0.006)
-0.002
(0.004)
20.013*
(0.006)
0.007*
(0.004)
0.003*
0.001)

N

0.670%
(0.009)
20.017*
(0.006)
-0.048%
(0.005)

0.098*
(0.006)
0.009

(0.005)
0.010%
(0.005)

0.007+
(0.004)
0.014*
(0.003)
0.011%
(0.004)
0.012%
(0.003)
0.005
(0.003)
0.008*
(0.003)
0.006*
(0.003)
0.008*
(0.004)
0.007%
(0.003)
-0.0003
0.001)

P

0.013
0.014)
0.140%
0.011)
0.387*
0.012)

-0.095%
0.017)
0.136*
0.014)
0.284%
0.014)

0.016*
(0.007)
0.007
(0.007)
-0.033*
(0.008)
0.036%
(0.006)
-0.006
(0.007)
20011
(0.007)
0.063%
(0.007)
0.030%
(0.010)
0.019%
(0.007)
-0.009%
0.002)
4.724%
(0.384)
2401
(0.176)
2.958%
0.214)
1.634%
(0.202)
1.720%
0.218)
2.058%
(0.174)
47,261
29758793

FC

-0.069*
0.012)
0.065%
(0.010)
-0.120%
(0.009)

-0.047%
0.011)
0.073%
(0.010)
-0.025%
(0.009)

-0.040%
(0.006)
0.057*
(0.006)
-0.069*
(0.007)
20.013*
(0.005)
20.015%
(0.006)
-0.006
(0.006)
-0.019%
(0.006)
-0.020%
(0.008)
20.013*
(0.005)
0.003*
(0.001)

N

0.214*
0.013)
-0.033*
(0.008)
-0.056%
(0.008)

0.408*
0.017)
0.015
(0.009)
0.002
(0.008)

0.015%
(0.005)
0.022%
(0.005)
0.017+
(0.006)
0.163%
(0.004)
0.004
(0.004)
0.007
(0.004)
0.008
(0.006)
0.016*
(0.007)
0.016*
(0.005)
0.0003
0.001)

*denotes significance at the 5 per cent (or 1 per cent) significance level.
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Table 3-2: Mean marginal effects, HILDA 2001-2014, women

HILDA, women
Employment status, wave t-1
Self-employed
Fixed-term or casual
Permanent

Employment status, wave 1
Self-employed

Fixed-term or casual
Permanent

Age (Reference: 20-29)
30-39

40-49

50-59
Married
Children 0-3
Children4-6
Degree
Diploma
Certificate

Regional_UR

Number of observations
Log likelihood

Model I without random effects

Model 11 with random effects

P

0,015+
0.007)
0.161*
(0.006)
0.660*
(0.005)

0.004
(0.009)
0.047%
(0.005)
0.106*
(0.005)

0.011%
(0.005)
0.004
(0.005)
-0.021%
(0.005)
-0.001
(0.003)
0.072%
(0.005)
-0.010
(0.005)
0.051%
(0.004)
0.028*
(0.005)
0.017%
(0.004)
0,007+
0.002)

53,281
-38,939.016

FC

-0.044%
0.007)
0.383*
(0.006)
-0.038*
(0.005)

0012

(0.008)
0.034%
(0.005)
0,015+
(0.005)

-0.024%
(0.005)
-0.028%
(0.005)
0,057
(0.005)
-0.010%
(0.003)
-0.035*
(0.005)
-0.0004
(0.005)
-0.001
(0.004)
0.004
(0.004)
0.001
(0.004)
0.003
(0.002)

N

0.601*
0.010)
-0.006
(0.003)
-0.026*
(0.003)

0.061*
(0.004)
0.005

(0.003)
0.008*
(0.003)

0.012%
(0.003)
0.013*
(0.003)
0.008*
(0.003)
0.020%
(0.002)
0.003
(0.003)
0.003
(0.002)
0.012%
(0.002)
0015
(0.003)
0.006*
(0.002)

-0.0002
(0.001)

P

0.043*
0.013)
0.102%
(0.008)
0.370%
(0.009)

-0.037*
0.015)
0.130%
0.010)
0.286%
0.010)

0.014*
(0.006)
0010
0.007)
-0.017%
0.007)
-0.002
(0.005)
-0.117%
0.007)
-0.035%
(0.006)
0.102%
0.007)
0.057%
0.010)
0.047
0.007)
-0.013%
0.002)
3,663+
(0.288)
1.648%
(0.102)
2.909*
0.157)
0.812%
(0.129)
0976%
(0.159)
1.654%
(0.110)
53281

37,490.312

FC

0.007
0.012)
0.184*
(0.008)
-0.055*
0.007)

-0.022
0.012)
0.093*
(0.008)
-0.016*
0.007)

-0.029%
(0.006)
-0.035%
(0.006)
0.076*
0.007)
-0.022%
(0.005)
-0.043*
(0.006)
-0.001
(0.006)
-0.012
(0.006)
-0.011
(0.008)
-0.002
(0.006)
0.001
0.002)

N

0.170*
0.010)
-0.006
(0.004)
-0.024%
(0.004)

0.291%
0.017)
0.002
(0.005)
0.001
(0.004)

0.013*
(0.004)
0.016*
(0.004)
0.007
(0.004)
0.028*
0.003)
0.007*
(0.003)
0.008*
(0.003)
0.014*
(0.004)
0.024%
(0.005)
0.007
(0.004)
0.002
(0.001)

*denotes significance at the 5 per cent (or 1 per cent) significance level.
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Table 4-1: Mean marginal effects, KHPS 2004-2015, men

KHPS, men

Employment status, wave t-1
Self-employed
Fixed-term

Permanent

Employment status, wave 1
Self-employed

Fixed-term
Permanent

Age (Reference: 20-29)
30-39

40-49

50-59
Married
Children 0-3
Children 4-6
Degree
Diploma

Regional UR

Number of observations
Log likelihood

Model I without random effects

Model 11 with random effects

P

(0.003)

7,198
-1,610.035

F

N

(3.333)
6.669%
(2.440)
3.521%
(1.604)
7.807%
(2.565)
4.930%
(2.000)
3.950%
(1712)
7,198
1,563.372

F

-0.021
0.023)
0.200%
0.051)
-0.004
(0.025)

0010
(0.043)
0.062
(0.041)
-0.044
0.032)

0.002

(0.009)
0.003
(0.003)

N

0.094

*denotes significance at the 5 per cent (or 1 per cent) significance level.
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Table 4-2: Mean marginal effects, KHPS 2004-2015, women

KHPS, women Model I without random effects|  Model Il with random effects
P F S P F S
Employment status, wave t-1
Self-employed -0.035* 0.003 0.667* 0.042 0.046 0.198*
(0.017) (0.011) (0.023) (0.035) 0.025)  (0.036)
Fixed-term 0.030 0.731* -0.064* 0.047 0.495%  -0.100%*
(0.017) (0.015) (0.011) (0.031) 0.037)  (0.022)
Permanent 0.684* 0.061* -0.063* 0.381* 0.114*  -0.088*
(0.016) (0.010) 0.011) (0.035) (0.021) (0.020)
Employment status, wave 1
Self-employed 0.025 -0.024 0.064* -0.019 -0.064%  (0.321*
(0.017) (0.015) (0.011) (0.035) 0.030)  (0.040)
Fixed-term 0.015 0.028%* 0.013 0.036 0.127* 0.008
0.015) (0.013) (0.013) (0.032) 0.033)  (0.022)
Permanent 0.089* -0.032%* 0.018 0.289% -0.077* 0.004
0.013) (0.011) (0.010) (0.032) 0.022)  (0.017)
Age (Reference: 20-29)
30-39 -0.015 0.029* -0.008 -0.012 0.037* -0.012
(0.015) (0.013) (0.012) (0.020) (0.016) (0.016)
40-49 -0.024 0.041* 0.001 -0.029 0.065* -0.003
0.015) (0.013) (0.012) (0.022) (0.017) (0.169)
50-59 -0.059%* 0.042% 0.011 -0.087* 0.069% 0.007
(0.015) (0.013) 0.012) (0.023) (0.018) (0.018)
Married -0.048*  -0.0004  -0.017* -0.077* -0.009 -0.021
(0.009) (0.008) 0.007) (0.016) (0.013) 0.012)
Children 0-3 -0.006 -0.020 -0.008 -0.022 0.030 -0.011
(0.013) (0.012) (0.008) (0.018) (0.018) 0.012)
Children 4-6 0.025 -0.008 0.006 0.016 -0.007 0.012
0.013) (0.012) (0.008) (0.017) (0.016) (0.011)
Degree 0.004 0.002 -0.016* -0.006 0.014 -0.023
0010)  (0.009)  (-0.007) | (00200  (0.016)  (0.015)
Diploma 0.015 -0.008 -0.013* 0.027 -0.011 -0.028*
(0.008) 0.007) (0.006) (0.016) 0.013) 0.012)
Region_UR -0.006 -0.002 0.001 -0.011 -0.004 0.003
(0.005) (0.004) (0.003) (0.007) (0.006) (0.005)
032 4.490%
(0.903)
o2 1.794*
(0.521)
o} 2.576%
(0.559)
O 1.179%
(0.543)
7, 0919
(0.529)
O 1.031
(0.410)
Number of observations 7,570 7,570
Log likelihood -4,124.4681 -3,996.134

*denotes significance at the 5 per cent (or 1 per cent) significance level.
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Table 5-1: Predicted probabilities of labour market tfransitions based on
the model with random effects, men

HILDA, Men Wave t
Wave t-1 Not working Self-employed Fixecczfl-stscrlrln or Permanent
Not working 0.741 0.037 0.133 0.090
(0.227) (0.080) (0.130) (0.108)
Self-employed 0.027 0.886 0.036 0.051
0.057) (0.143) (0.054) (0.075)
Fixed-term or casual 0.079 0.038 0.533 0.349
(0.101) 0.074) 0.171) (0.176)
Permanent 0.021 0.018 0.073 0.889
(0.039) (0.043) (0.061) (0.094)
KHPS, men Wave t
Wave t-1 Not working Self-employed Fixed-term Permanent
Not working 0.710 0.081 0.043 0.166
(0.250) (0.162) (0.069) (0.155)
Self-employed 0.005 0.967 0.006 0.022
(0.049) (0.085) (0.009) 0.057)
Fixed-term 0.016 0.033 0.656 0.295
(0.050) (0.051) (0.213) 0.207)
Permanent 0.001 0.006 0.011 0.983
(0.004) (0.021) (0.023) 0.037)

Standard deviations are in parentheses.
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Table 5-2: Predicted probabilities of labour market transitions based on
the model with random effects, women

HILDA, women Wave t
Wave t-1 Not working Self-employed  Fixed-term or Permanent
casual

Not working 0.812 0.021 0.104 0.063
(0.169) (0.052) (0.094) (0.085)

Self-employed 0.081 0.798 0.065 0.057
(0.106) (0.189) 0.074) 0.073)

Fixed-term or casual 0.110 0.023 0.597 0.270
0.112) (0.054) (0.148) (0.155)

Permanent 0.046 0.009 0.094 0.851
(0.068) (0.028) (0.068) 0.119)

KHPS, women Wave t

Wave t-1 Not working Self-employed Fixed-term Permanent

Not working 0.886 0.033 0.024 0.056
(0.119) (0.073) (0.025) 0.079)

Self-employed 0.055 0.884 0.021 0.040
(0.099) (0.165) (0.035) 0.079)

Fixed-term 0.025 0.007 0.855 0.113
(0.029) 0.017) (0.124) (0.118)

Permanent 0.028 0.008 0.068 0.897
(0.044) (0.025) (0.080) 0.111)

Standard deviations are in parentheses.

Key findings
Tables 3-1, 3-2, 4-1, and 4-2 indicate that the results based on the multinomial logit
model with random effects are quite different from those without random effects.
Moreover, they show that the variances and covariances of the random effects are
statistically significant. This suggests that unobserved heterogeneity has a major role
in labour market transitions in both countries. The key findings are summarised below.
Firstly, the results of the dynamic multinomial model indicate that for the
HILDA respondents, casual or fixed-term employment in period #-I raises the
probability of permanent or ongoing employment in period ¢ by 14 per cent for men
and 10 per cent for women, as compared with not working (either unemployed or not
in the labour force) in period #-1, respectively. On the other hand, for the KHPS men
and women, fixed-term employment in period 7-/ does not have any significant effects
with respect to the probability of employment on a permanent basis in period ¢. That
is, in Australia, fixed-term or casual employment could provide a stepping stone to
permanent employment, but in Japan, this is apparently not true.
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Secondly, for female respondents of the HILDA Survey, permanent or ongoing
employment in period 7-7/ lowers the probability of casual or fixed-term employment
by 5.5 per cent. On the other hand, for female respondents of the KHPS, permanent
or ongoing employment in period #-/ raises the probability of fixed term employment
by 11 per cent.

Thirdly, for female respondent of the HILDA Survey, self-employment in
period #-1 raises the probability of permanent or ongoing employment in period 7,
while this is not true for female respondents of the KHPS.

As presented in the table, the estimates of variances and co-variances of
random effects are all statistically significant, proving the importance of handling
unobserved heterogeneity when identifying state dependencies in both the Australian
and Japanese labour markets. This finding suggests the strong possibility of biases
in the estimated key marginal effects for the models without random effects. We
therefore prefer the estimation results from the model with random effects.

Tables 5-1 and 5-2 list the predicted probabilities of labour market transitions
from period #-1 to period ¢t. We find firstly, the theoretical probability of labour
market transitions from fixed-term or casual employment to permanent or ongoing
employment is approximately 35 per cent for HILDA men, 30 per cent for HILDA
women, 27 per cent for KHPS men, and 11 per cent for KHPS women, if we make
predictions from the multinomial logit model with correlated random effects.

Secondly, the probability that one stays in fixed-term employment for two
consecutive years is highest for the KHPS women.

6. Conclusions

This study compared labour market transitions, or changes in employment status,
between Japan and Australia. Using dynamic multinomial logit estimation we found
that, for the HILDA respondents, either casual or fixed-term employment significantly
raises the probability of permanent or ongoing employment in the subsequent period,
while this is not true of the KHPS respondents, regardless of gender. For female
respondents of the KHPS, employment on a permanent basis at present period has
a significant positive, instead of negative, effect to the probability of employment
on a fixed term basis in the subsequent period. We also estimated the probability
of labour market transitions from period -/ to period ¢t based on the dynamic
multinomial logit estimation. The probability of transition from fixed-term or casual
employment to permanent or ongoing employment was found to be the lowest for
the female respondents of the KHPS among the four country-gender groups. On the
other hand, the theoretical probability of continuing fixed-term employment for the
two subsequent periods was highest for the female respondents of the KHPS. This
suggests that Japanese women can become trapped in the secondary labour market.
Overall, gender-based differences in labour market transitions are more significant in
the KHPS than in the HILDA Survey.
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These results could reflect the effects of Japanese style management in which
most positions in the primary labour market are allocated to employees with permanent
contracts, and rarely to employees with fixed-term contracts. The result pertaining to
the transition from permanent to fixed-term employment could reflect the difficulty
of balancing family life and employment on a permanent basis, for married women
in Japan. However, we need to conduct another study to check if these hypotheses are
supported or not.

As discussed in Section 1, while researchers in Australia try to analyse the
dynamism of the labour market that could bring about dualistic structures, researchers
in Japan tend to regard the dualistic structure as a given condition. Our research
indicates that the duality of the labour market is deeper and more serious in Japan
than in Australia, and that the different views of researchers in both countries could
reflect the different degrees of dualism. However, it is possible that the characteristics
of the Japanese labour market will undergo certain changes in the future.

In April 2018, the government of Japan amended the Labour Contract Act
so that Japanese employees on fixed-term employment contracts will be entitled
to request permanent contracts after five years of continuous employment. Future
research should address the effects of this amendment in Japan from 2018 on. The
experience and rich literature around labour conditions in Australia would be helpful
in understanding the possible changes in the labour market dynamism, and assist with
adjusting to new issues that might emerge due to future changes.
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Appendices

Al: The HILDA Survey and the KHPS

Starting year
Gender
Age group for the first year

Number of respondents in
the first wave

Interviews

Continuity

Topping of the data

Information

KHPS

2004

Both men and women
20 to 69

4,005

Not conducted

Respondents are followed every
year

1,400 and 1,000 new
individuals were added in wave
4 and wave 9, respectively

It collects information

about household structure,
individual attributes, academic
background, employment/
education status, distribution of
living hours, matters related to
cohabitation with parents, etc.

HILDA Survey

2001

Both men and women
141092

13,969

Conducted

Respondents are followed every
year

5,477 individuals were added
in wave 11

It collects information about
economic and subjective well-
being, labour market dynamics
and family dynamics. Special
questionnaire modules are
included with each wave and
covered topics such as wealth,
retirement, and fertility
intentions




A2: Descriptive statistics, HILDA Survey
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Men Women
Variable Per cent Per cent
Employment ~ Not employed, unemployed 12.82  Not employed, unemployed 27.12
status at t Self-employed 18.06  Self-employed 8.91
Fixed-term or casual 1521 Fixed-term or casual 2107
employment employment
Permanent or ongoin, Permanent or ongoin
employment s 5391 employment s 42.90
Employment ~ Not employed, unemployed 12.71  Not employed, unemployed 27.03
status at t-1 Self-employed 1771 Self-employed 9.03
Fixed-term or casual 15.88 Fixed-term of casual 2024
employment employment
Permanent or ongoing 5370 Permanent or ongoing 4370
employment employment
Employment  Not employed, unemployed 1402 Not employed, unemployed 29.58
status at 1 Self-employed 15.64  Self-employed 797
Fixed-term or casual 19.57 Fixed-term of casual 25.07
employment employment
Permanent or ongoing 50.77 Permanent or ongoing 3737
employment employment
Mean  Standard Minimum Maximum Mean  Standard Minimum Maximum
Deviation Deviation
Age30_39 0.233 0423 0 1 0243 0429 0 1
Age40_49 0.295 0456 0 1 0296 0457 0 1
Age50_59 0263 0440 0 1 0263 0.440 0 1
Married 0.680  0.467 0 1 0.679 0467 0 1
Children0_3  0.131 0.338 0 1 0139  0.346 0 1
Children4_6  0.110  0.313 0 1 0129  0.336 0 1
Degree 0.246 0431 0 1 0.285 0451 0 1
Diploma 0.093  0.291 0 1 0102 0303 0 1
Certificate 0.294 0456 0 1 0.164  0.371 0 1
Regional 5.199 1.114 23 94 5338  0.804 21 8.6
unemployment
rate
Number of 47,261 53,281

observations
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A2 Descriptive statistics, KHPS

Men Women
Variable Per cent Per cent
Employment ~ Not employed, unemployed 1.92 Not employed, unemployed ~ 26.17
status at t Self-employed 21.58 Self-employed 15.69
Fixed-term or casual 4.03 Fixed-term or casual 20.15
employment employment
Permanent or ongoing 72.48 Permanent or ongoing 37.99
employment employment
Employment  Not employed, unemployed ~ 2.06 Not employed, unemployed ~ 27.21
status at t-1 Self-employed 2142 Self-employed 15.88
Fixed-term or casual 3.95 Fixed-term or casual 19.05
employment employment
Permanent or ongoing 72.58 Permanent or ongoing 37.86
employment employment
Employment ~ Not employed, unemployed ~ 2.27 Not employed, unemployed ~ 31.06
status at 1 Self-employed 20.84 Self-employed 16.84
Fixed-term or casual 478 Fixed-term or casual 15.2
employment employment
Permanent or ongoing 72.11 Permanent or ongoing 36.89
employment employment
Mean  Standard Minimum Maximum Mean  Standard Minimum Maximum
Deviation Deviation
Age30_39 0246 0431 0 1 0266 0442 0 1
Aged0_49 0325 0468 0 1 0335 0472 0 1
Age50_59 0.356 0479 0 1 0312 0463 0 1
Married 0788 0.409 0 1 0769 0422 0 1
Children0_3  0.131  0.337 0 1 0.121 0326 0 1
Childrend_6  0.120  0.325 0 1 0.113 0316 0 1
Degree 0.389 0488 0 1 0.156  0.363 0 1
Diploma 0.076  0.265 0 1 0262 0.440 0 1
Regional 4518  0.881 29 6.6 4019 0739 24 5.8
unemployment
rate
Number of 7,198 7,570

observations
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Does Employment During Adolescence
Reduce Adult Welfare Participation?
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Abstract

This study is the first to use welfare participation to investigate the impact of
working during adolescence on outcomes later in life. I use National Longitudinal
Survey of Youth (NLSY) 1979 data to investigate the impact of early-life employment
on both the welfare payment and probability of welfare participation in the
respondents’ 20s and 30s. I use a variety of model specifications, including random
effect and Heckman selection models, to check the robustness of the results. The
study shows that the impact is generated mainly from the hours worked during the
ages of 17, 18 and 19. Working one extra full-time week per year between the ages of
17 and 19 reduces the probability of receiving welfare in the 20s by 8.2 per cent (2.5
percentage points) for females and 10.9 per cent (2 percentage points) for males.
Keywords: Adolescent employment, Welfare participation, Human capital
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1. Introduction

Previous research that has investigated the impact of working during adolescence on
future outcomes has focused on the employment channel: after high school, adolescents
start to work in the same companies where they held entry-level positions during their
high-school years (Mortimer, 2003). Therefore, adolescent work experience matters
for adult employment. However, with the decline in industry jobs, the character of
adolescent employment has changed. Retail and service jobs are now most common for
high-school students, and there is little expectation that these jobs will convert into an
adult career. Increasingly, there is a lack of overlap between high-school employment
and adult work. Consequently, the employment channel of youth employment declines
in importance. In fact, the future wage premiums associated with working during the
senior year of high school have declined dramatically over the past 20 years (Baum
and Ruhm, 2014).

Studying two cohorts from the WWII and baby-boomer generation, Aronson
et al. (1996) found that the differences between these two cohorts in the types of
jobs held by adolescents matter less than the psychological growth obtained through
adolescent work. This finding points toward a very different channel of adolescent
work and adult labour market outcomes. What appears to matter for adolescents is not
the experience gained in job-specific human capital, but exposure to an environment
that is rather different from high school. Working allowed adolescents to gain self-
confidence, self-sufficiency, discipline, motivation, accountability, interpersonal
skills, and, most of all, responsibility (Aronson ef al., 1996); these psychological traits
were found to be lower on average for people who are receiving welfare (Bruce and
Waldman, 1991).

I argue that the development of these psychological traits, rather than any job-
specific skills, is the key outcome of working during adolescence. I further suggest
that participation in welfare programs later in life is driven by the same psychological
dimensions. This study claims that welfare participation later in life is reduced by
working during adolescence, as the various dimensions of psychological growth that
Aronson et al. (1996) found are lower for welfare recipients (Bruce and Waldman,
1991).

This study is the first to use welfare participation to test the hypothesis that
work in adolescence is beneficial in developing decision-making skills and discipline,
which in turn lay the groundwork for accumulating human and social capital. The
key hypothesis is that this capital will eventually work as a barrier to participation in
welfare programs later in life.

Previous research used work during the years of high school as an outcome
variable to estimate the impact of employment during adolescence. Therefore, the
sample included only people who remained in high school through to graduation. This
study measures the impact of employment during adolescence, using work between
the ages of 17 and 19 as an outcome variable; this allows the sample to include subjects
who did not graduate from high school. Including these subjects should increase the
representativeness of the sample, as welfare recipients include a significant number of
people who did not graduate from high school.
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Using data from the National Longitudinal Survey of Youth (NLSY) 1979
and a variety of model specifications, including random effect and Heckman selection
models, the study finds a negative impact of early-life work experience on the
likelihood of participating in a welfare program later in life. In particular, working one
extra full-time week per year between the ages of 17 and 19 reduces the probability of
respondents receiving welfare in their 20s by 8.2 per cent (2.5 percentage points) for
females and 10.9 per cent (2 percentage points) for males. There is no evidence of an
impact on welfare receipts in the respondents’ 30s.

This study has direct policy implications: it suggests that moderate employment
during adolescence may be instrumental in accumulating social and human capital
that can help to reduce welfare participation later in life.! Hence, implementing new
policies that promote early work for youth to accumulate human capital and work
experience, similar to the Career Education Incentive Act (1977) or School-to-Work
Opportunities Act (1994), would be beneficial, worth the investment and, to some
extent, a partial remedy to the problem of welfare.

Section 2 of this paper provides a brief literature review, section 3 explains the
data and discusses summary statistics, and section 4 presents the identification strategy
and the problem of omitted variables. Section 5 interprets the regression estimates,
section 6 checks for robustness of the baseline results, and section 7 provides conclusions.

2. Background
I assume that the take-up of welfare programs later in life indicates the impact of early-
life employment on developing social and human capital. Central to this assumption
is the fact that welfare enrolment is not automatic or by default. Applicants must fill
out long application forms and go through lengthy procedures of income verification,
interviews and, in some cases, third-party verification. For some programs, applicants
are required to attend a series of meetings before they were permitted to sign their
application forms (Andrews and Gabor, 2003).

Currie (2004) documented the take-up of a variety of programs. In 1994, only
69 per cent of eligible households participated in the Food Stamps Program, 75 per
cent participated in the Women, Infants, and Children (WIC ) Program, 87 per cent in
the National School Lunch Program, between 8 and 14 per cent in the State Children’s
Health Insurance Program, and 15 per cent in the Child Care Subsidy Program. Blank
(2001) estimated the take-up rates over time of Aid to Family with Dependent Children
(AFDC) among families with female heads. The take-up rates ranged from 60 to 70
per cent when she used Current Population Survey (CPS) data, and 80 to 90 per cent
when she used administrative data. Moffitt (2003) showed that Temporary Assistance
for Needy Families (TANF) participation rates over time for poor single mothers was
between 40 and 55 per cent.

1 The federal spending on welfare programs has reached $370 billion in FY 2014. This includes
$60 billion on Earned Income Tax Credit (EITC), $21 billion on Child Tax Credit, $16 billion
on Temporary Assistance for Needy Families (TANF), $54 billion on Supplemental Security
Income (SSI), $70 billion on food stamps (currently known as SNAP), and $47 billion on housing
assistance.
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Rational choice theory suggests that people will not take up welfare if the costs
outweigh the benefits (Abell, 2003). The cost is increased by a person’s sensitivity to
stigma, and by a greater stock of responsibility, independence, self-esteem, and other
positive psychological and personal aspects, characteristics which this paper suggests
may be boosted by early-life employment. Blank and Ruggles (1996) and Daponte et
al. (1999) showed that participation in AFDC and the Food Stamps Program increased
with the size of the benefits people were eligible for, suggesting an existing influence
of transaction costs and stigma. Furthermore, participation rates in WIC declined in
response to the requirement for income documentation (Brien and Swann, 1997), more
frequent visits to the WIC office (Bitler ef al., 2003), and the restriction of some types
of food (Bonuck et al.,2002). Self-selection also extends to housing assistance: Reeder
(1985) found that the poorest households are less likely than their relatively better-off
counterparts to live in public housing.

There is a lack of consensus among researchers about the impact of early-life
employment on future outcomes, which is a piece of evidence that the employment
trajectory does not fully capture the multidimensional impact of early-life work. While
some research has concluded that early-life employment has a positive effect on future
wages and job stability, other research has concluded that it promotes pseudo-maturity,
lack of adequate investment in human capital, and usage of alcohol and drugs that
leave individuals with negative effects for their future income.

Low wages are correlated with, but not endogenous to, welfare participation.
Larner and Page (1997) argued that movement in and out of a welfare program is
determined more by changes in family structure than by fluctuations in income. They
found that, in 1983, 45 per cent of new welfare recipients had recently divorced or
separated, and another 30 per cent were unmarried new mothers. Only 15 per cent
of new AFDC recipients enrolled because the family’s earnings had decreased.
Conversely, families left AFDC when they married or when the youngest child turned
18. Of people who left AFDC, less than half did so because they became employed.

Low wages do not necessitate welfare participation. For example, an
individual earning the minimum wage would be less likely to qualify for a welfare
program if he/she works two jobs or has fewer children. Furthermore, mothers who
show a sense of independence often work while raising their children. Aronson (1998)
investigated young women’s transitions from adolescence to adulthood, and argued
that women who appreciate their independence, self-reliance, freedom, equality, and
self-fulfillment are more likely to combine work with motherhood.

Therefore, this study suggests that welfare participation is influenced by
many of the psychological traits that are outcomes of working during adolescence;
furthermore, that these traits also affect welfare participation through take-up and
family structure.

Investigations into the impact of work during adolescence on educational
attainment and employment outcomes has mixed results. Surprisingly, some research
found that the impact is negative on educational attainment yet positive on adult
employment. Brody et al. (1996) found a positive impact of working during high
school on employment a decade later, if the individual obtained a bachelor’s degree
after school; however, they found a negative impact on educational attainment for
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people who worked during high school. Greenberg et al. (1982) considered the impacts
of working during high school in 10th and 11th graders in southern California, and
found a negative impact on educational achievement and increased delinquency, yet a
positive impact on knowledge of business. Other research has found an improvement
in academic achievement in response to working a moderate number of hours during
high school (Turner, 1996), working less than 20 hours per week (Steel, 1991; D’Amico,
1984; McCartin et al., 1985), and working between one and ten work hours per week
for vocational high-schoolers (Lillydahl, 1990). Stephenson (1981), using NLSY data
for interviews with young men between 1966 and 1971, found a positive impact of
full-time employment during high school. Other research identified a positive impact
of working during high school on academic performance and future employment in
the form of lower unemployment rates and higher wages (Stern and Nakata, 1989).
Baum and Ruhm (2014) found a positive impact among women of working during high
school on subsequent employment for the five to 11 years after high-school graduation;
after this, there was a dramatic decline.

Some research has also shown evidence of a negative impact of early
employment on educational attainment. Singh (1998), using NLSY data, found a
significant negative impact on standardised test scores for math, English, science, and
social studies; he also found an increase in the likelihood of receiving lower grades,
even if the high-schooler only worked part time. In his study on 2000 high-school
students from upstate New York, Barone (1993) identified a small negative effect of
employment during high school on Grade Point Average (GPA).

In addition to the impact of working in early life on educational attainment
and future employment, there is also substantial literature on the impact of early-life
work on the development of human and social capital. Early-life part-time employment
is crucial in developing responsible adolescents (Greenberger, 1988). Early-life
employment promotes autonomy and financial awareness and increases responsibility,
maturity, and self-confidence (Mihalic and Elliott, 1997). Hareven (1982) observed
independence and self-recognition in working adolescents as a result of gaining
privileges like staying out late (for boys) or putting up hair (for girls). Moreover, even
if the teenagers turn their earnings over to their parents, they are still able to buy a new
suit or a new dress. Adolescents in the Great Depression era, who contributed to their
families through paid work, gained confidence and feelings of efficacy from being
able to help at a time of crisis (Elder, 1999). Mortimer and Finch (1986), Mortimer
(2003), and Steel (1991) found that working during high school has a positive impact on
self-reliance, self-image, time management skills, related control orientation, identity,
perseverance, and confidence in being able to achieve economic goals. Holland and
Andre (1987) find that early-life work is associated with the total development of
students and promotes a transition from adolescence to adulthood. Early-life work
also provides the opportunity to obtain social capital, which is important for building
networks and relationships for social support (Coleman, 1990).

This study extends the literature by analysing the impacts of early-life work
experience on future outcomes, using welfare participation as the outcome variable.
The results suggest that such an impact is implemented through socialisation and
psychological development, which promote self-esteem, responsibility, sensitivity to
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stigma, and skills of judgment and decision making. I argue that moderate exposure to
the work environment at a young age, specifically at ages 17, 18 and 19, is beneficial,
in that it develops psychological traits, social capital and human capital. These skills
promote discipline and improve decision making, resulting in a reduction in welfare
participation.

3. Data

Data are from the National Longitudinal Survey of Youth (NLSY) 1979, a US nationally
representative sample of 12,686 men and women who were between the ages of 14
and 22 when first surveyed in 1979. These individuals were surveyed annually until
1994 and biannually after 1994. The survey includes detailed questions on educational
attainment, high-school test scores, Armed Forces Qualification Test (AFQT) scores,
Armed Services Vocational Aptitude Battery (ASVAB) test scores, income and assets,
number of children, alcohol and substance abuse, parental information, sexual activity,
and marital and fertility histories. Additional labour force data includes hours worked,
earnings, occupation, industry, benefits, and other specific job characteristics.

The key explanatory variable is the number of full-time (40 hour) weeks
worked per year from age 17 to 19. This variable is calculated by collecting the hours
worked for each individual in early life, calculating the average by dividing the work
hours by the number of years worked, then dividing the quotient by 40 (the number of
hours in a full-time working week). The average number of full-time working weeks
per year in early life is 16.50 weeks; a typical female worked 14.75 full-time working
weeks per year, compared with 18.00 for a male. The NLSY data also includes the
number of weeks an individual worked since the last interview, regardless of the
number of hours worked in the weeks. These data are used in the robustness check;
the average number of weeks an individual worked in early life was 23 weeks per
calendar year.

Welfare data were surveyed by asking the individual whether he/she or a
spouse received income from food stamps, AFDC, Supplemental Security Income
(SSI), TANF, rent subsidy, or any other public assistance. Data include the average
amount of welfare received in the calendar year, and the months they were received,
since the last interview. NLSY data on welfare participation are used to extract the
key outcome variable, which is the total welfare received. Total welfare received
consists of the amount of AFDC, food stamps, SSI, or any other public assistance/
welfare the individual received during the calendar year, excluding unemployment
compensation. For the sake of robustness, I use food stamps and AFDC instead of total
welfare receipts to measure the effect on two of the main components that comprise
total welfare receipts. To calculate the probability of welfare participation, I create
a binary variable that equals one if the respondent receives any welfare assistance
during the calendar year and zero otherwise. After adding all the covariates and
considering missing values, the final sample consists of 1,527 respondents. Of those,
366 individuals received welfare in their 20s and 340 received welfare in their 30s.
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Table 1 displays a wide set of variables which the analyses used to control for
the variation across individuals; these variables represent demographic characteristics,
cognitive ability, various aspects of individual characteristics, and family background.

The data show that more people in the sample received welfare in their 20s
than in their 30s. That could be partially explained by the passage of the Personal
Responsibility and Work Opportunity Reconciliation Act (1996) (PRWORA) at a
time when respondents in the sample were nearing the age of 30, or by the economic
boom in the late 1990s, or by a combination of both of these factors. Moreover, the
probability of receiving welfare was higher in the second half of the respondents’ 20s
than in the first half. Respondents who worked more hours in their early life received
fewer welfare payments in their 20s (Fig. 1); this negative correlation persisted, albeit
weaker, in their 30s (Fig. 2).

On average, females received greater sums of welfare than males. In the
sample, 30 per cent of the females and 18 per cent of the males received welfare
payments in their 20s, with an average of $4,157 per year for females and $4,855 per
year for males. Fewer respondents received welfare in their 30s: 18 per cent of females
in their 30s received welfare, with an average receipt of $4,011 per year, compared
with 11 per cent of males with an average receipt of $3,705 per year.

In every age group, the average male worked more hours and more weeks than
the average female. A 19-year old male worked an average of 31 full-time working
weeks, whereas a 19-year old female worked an average of 25 full-time working
weeks. Most respondents who graduated from high school when they were 18 years
old. In the sample, 61 per cent of high-school graduates graduated at the age of 19 or
earlier; more than half of those graduated from high school at the age of 18.

Table 2 shows the percentage of welfare participants and welfare payments by
age group, gender, and early-life full-time working weeks. In general, males tended to
work more hours than females; for all age groups, a higher percentage of males worked
more than 20 full-time working weeks, while a higher percentage of females did not
work (i.e., zero working weeks). Females were more likely to receive welfare, and on
average they received greater welfare payments than their male counterparts. Table 2
presents an insight into the positive role that early-life employment plays in reducing
the likelihood of receiving welfare, and the sums of welfare payments received. In the
age group 17-19, an increase in the number of full-time working weeks lowered the
percentage of respondents who received welfare in their 20s. Furthermore, the level of
payments declined significantly with the number of full-time working weeks.

Table 3 shows summary statistics for some of the covariates. Females comprise
48 per cent of the final sample. Ninety-four per cent of the individuals in the sample
graduated from high school, 38 per cent postgraduate degrees, 24 per cent bachelor
degrees, and only seven per cent obtained a graduate degree. Approximately the same
percentage of females and males graduated from high school, yet more females than
males attained postgraduate, bachelor, and graduate degrees. Nine per cent of the
sample received welfare before the age of 18. This applies to more females than males.
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4. Methodology

I use a variety of model specifications, including ordinary least square (OLS), probit,
random effect, and Heckman selection models. The basic model controls for a wide
set of covariates that represent demographics, personal characteristics, proxies for
cognitive ability, and family background. The basic equation is:

Yie = ah; + BhY + yxi + €

where y;. is the outcome variable, which is welfare receipts for individual i at
time t. Each t represents a calendar year from 1979 to 2012. The welfare payments are
those received by respondents while in their 20s or 30s. The key explanatory variable
h is the average number of full-time working weeks an individual worked in early life.
Respondents who were 17 years old by 1979 were interviewed in 1980; the number of
hours they reported in 1980 represents the number of hours they worked at the age of
17. Likewise, the number of hours that they reported in 1981 to have worked since the
last interview represents the number of hours they worked at the age of 18, and so on.
A variable of squared hours is added to the regression to allow for a nonlinear impact
of the early-life work on welfare participation. A set of controls for demographics,
personal characteristics, cognitive ability, and family background for individual i at
time t is represented by x;.. The error term is €;.. The coefficients of interest are
and B; the standard error for each parameter is reported separately. The probability (P
value) for the hypothesis that both parameters @ and f are equal to zero is reported
using an F-test or a likelihood ratio test.

Family and individual characteristics that we are unable to observe in the data
could affect both early-life employment and future welfare participation. A family
that fosters responsibility and self-dependence would positively affect their children’s
early-life employment and welfare participation in the future, causing upward bias,
leading to a greater effect for early-life employment. An individual with a family
background of poverty is expected to work more hours in his/her early life and is more
likely to receive welfare in the future; that would cause a downwardly biased result.
An individual’s distaste for school or preference to work could also bias the results. I
use a wide set of covariates to control for the variation across the respondents. These
variables represent demographic characteristics, cognitive ability, various aspects of
individual characteristics, and family background (Table 1). I also use random effect
and Heckman selection models to minimise the bias and to check the robustness of
the results.

5. Estimation Results

The results in Table 4 show a negative effect of working during adolescence on
welfare receipts when respondents are in their 20s. This result is robust across a
variety of specifications. The effect becomes smaller as one moves from model (a),
with no controls, to the full model (e), in which covariates for demographic, personal
characteristics, cognitive ability, and family background are included. For the average
male who worked 18 full-time working weeks per year during adolescence, working
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one extra full-time working week per year results in a reduction in welfare receipts in
his 20s of $23 (-46.77+2*0.66*18); this is a reduction of 11 per cent from the average
welfare receipts for a male in his 20s of $209. The impact on the welfare receipt
for females in their 20s was statistically insignificant. The reduction in the average
welfare received per year by a female in her 30s is $19 (-56.03+2*1.25%14.8); this is a
reduction of 6.6 per cent from the average welfare receipts for a female in her 30s of
$288. The impact is statistically insignificant for males in their 30s. A dwindling effect
in the respondents’ 30s could be partially explained by the passage of the PRWORA
in 1996 (when the respondents in the sample were nearing 30 years of age), or by the
economic boom in the late 1990s, or by a combination of both. However, investigating
these issues is beyond the scope of this paper.

The diminishing marginal impact for early-life employment is evident in
the literature, e.g., D’Amico (1984), Turner (1996), Lillydahl (1990), McCartin et al.
(1985), and Steel (1991). This study makes a comparable finding, as welfare receipts
declined in response to an increase in the hours worked during adolescence, until
the number of full-time working weeks per year reaches the threshold of 35 (46.77/
(2*0.66)) for males and 22 for females.

There were no significant effects from working at the ages of 14, 15, and 16;
therefore, I only present the results from working during the ages of 17, 18, and 19
(Table 5) and from working during sophomore, junior, and senior years of high school.
Working at the ages of 18 and 19 has a significant impact on the welfare receipts
for male respondents in their 20s, causing an average reduction of $10.60 and $17.00
per year, respectively. Working one extra full-time week at the age of 18 reduces the
welfare payments for females in their 20s by $9.00. Breaking down the impact of
hours worked by age or high-school year shows no evidence of an effect of these on the
welfare received by either males or females in their 30s (Table 5). Fifty-two per cent of
the respondents in the final sample graduated from high school at or before the age of
19; another 39 per cent graduated from high school after the age of 19, while they were
already working. This reduces the variation and contributes to the lack of a significant
impact of hours worked as a function of high-school year on welfare participation.

Table 6 shows the results from probit regressions. The dependent variable
is dichotomous: it equals one when the respondent receives a welfare payment in a
specific year and zero otherwise. The results of the probability model in Table 6 are
comparable to those of the OLS results in Tables 4 and 5. Working in early life reduces
the likelihood of males receiving welfare in their 20s. The impact is statistically
significant across all specifications. For an average male, working an extra full-time
working week per year in early life reduces the likelihood of receiving welfare by
4.2 and 4.0 percentage points when they are in their 20s and 30s, respectively. The
likelihood of receiving welfare for men is highly affected by working at the age of
19. For males, working an extra working week at the age of 17, 18, and 19 reduces the
probability of welfare participation in their 20s by 2.1, 1.9, and 2.2 percentage points,
respectively. The impact is statistically significant for females in their 30s: working an
extra full-time working week per year in early life reduces the probability of receiving
welfare by 5.6 percentage points, a finding that is comparable to the OLS results in
Table 4.
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The results of this study are consistent with the hypothesis that working
during adolescence develops discipline and psychological barriers that limit people
from participating in public assistance programs later in life. However, the data do
not allow the analysis to investigate the characteristics in which the development
occurred; furthermore, investigating these psychological aspects is beyond the scope
of this study. Another limitation of this study is the use of US data, which represent
only the US population; this shortcoming restricts the scope to generalise from the
findings. Future research will consider using data from a variety of countries.

6. Robustness Check

In order to check the robustness of the results, I use a variety of model specifications,
including random effect and Heckman selection models. Furthermore, I estimate the
impact of working during adolescence on two of the most important components of
welfare in the US: food stamps and AFDC. The study also employs the number of
working weeks during adolescence, instead of the number of full-time working weeks.
An instrumental variables approach was attempted, but finding strong instruments in
the data set was a challenge; nevertheless, the results that were obtained by using the
available instruments supported the conclusion of the other models.

Selection Bias

Not everyone who is eligible for welfare chooses to receive it; therefore, welfare
participation is not observed for all who are eligible. Individuals vary in their
perception of the costs and benefits of participating in a welfare program. Factors
like sensitivity to stigma, responsibility, self-esteem, self-recognition, and other
psychological and personality characteristics affect peoples’ decision of whether to
participate. Therefore, they may choose not to take up benefits even if they are eligible.
T'use the Heckman selection model to treat the selection bias caused by welfare take-up
and to account for the unobserved eligible participants who opt not to participate. The
selection is the choice of whether to receive welfare in their 20s. A probit regression
that includes three covariates that predict welfare participation was first conducted.
These three predictors are excluded from the second regression.

The three covariates predicting the probability of receiving welfare are: (a)
Expected work in which individuals were asked in the first survey whether they want
to work, marry, raise a family, or other before age 35. (b) Rosenberg score: individuals
were to respond to specific types of questions about self-esteem in the 1980 survey,
such as ‘I am a person of worth.” Responses were scored from 0 to 34 and grouped into
seven categories based on their scores. (¢c) The reason the person left school (see Table
1 section 2 - Individual Characteristics).
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The inverse Mills ratio is calculated from the first probit regression and
incorporated as a covariate to the second OLS regression.” The outcome variable in
the first regression is a binary variable indicating whether the respondent did or did
not receive welfare payments in a particular year. The inverse Mills ratio coefficient
indicates the selection effect on welfare participation. A statistically significant positive
coefficient implies that the parameter estimates from the reduced-form models, which
do not control for the endogenous selection, are upward biased.

Table 7 shows results of various regressions using OLS and the Heckman
selection model. For robustness, food stamp payments and AFDC are used in addition to
the total welfare payment. The AFDC program was replaced by TANF in the act of 1996;
however, available data on AFDC made it possible to take a further look at the impact on
various welfare components. The insignificant effect on AFDC is explained by attempts
by the states of the US to substitute the AFDC, which is only 50 per cent funded by the
federal government, with the food stamp program, which is fully funded by the federal
government. Because it was fully funded by the federal government, the food stamp
system was a disincentive for states to increase their AFDC contributions. Consequently,
states imposed a higher income threshold to qualify for AFDC than for food stamps.

The results of the Heckman selection model in Table 7 show a larger effect of
early-life work on welfare participation in the future, because the model accounts for
those who choose not to participate due to stigma or other cost elements that outweigh
the benefits. This finding conforms to the take-up argument in the literature. Working
one extra full-time working week per year in early life reduces the total annual welfare
payment and food stamps received by the respondents in their 20s by $22.30 and $5.00,
respectively. The Heckman selection model shows a larger effect than the OLS model:
working an extra full-time working week is associated with a reduction of $34.50 and
$12.80 for welfare and food stamps payments per year, respectively. While the effect
on AFDC payment is statistically insignificant using the OLS model, accounting for
the selection bias shows a yearly reduction of $14.00.

Working at the age of 18 leads to the largest reduction in both welfare receipt
and food stamps. The impact on welfare receipt is a reduction of $12.50 using OLS,
and $19.70 using the Heckman selection model; for food stamps receipts, the reduction
is $2.30 using OLS, and $6.30 using the Heckman selection model. Working at the
ages of 17 and 19 also has a statistically significant effect on welfare receipts, with
reductions of $11.00 and $10.00 respectively using OLS, and a reduction of $15.50
for both ages using the Heckman model. Food stamp receipts are also affected by
working between the ages of 17 and 19. For people working at the ages of 17 and 19,
the Heckman selection model indicates that one extra full-time working week caused
a reduction in receipt of food stamps by $5.10 and $5.80, respectively. The effect on

2 The inverse Mills ratio (IMR) is ¢ (p ) / @ ( p ) where ¢ ( p ) is the standard normal density
function, and ® ( p ) is the cumulative density function of the fitted values of the first probit
regression. The IMR from the first regression was used as a covariate in the second regression.
The IMR in the second probit regression produced statistically significant coefficients (Tables 7
and 9), which indicates the presence of selection bias. The three variables that are used to predict
the probabilities in the first model are excluded from the second model. For further information,
see Heckman & Vytlacil (2003) and Genton & Marchenko (2012).
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AFDC is only statistically significant for work at the age of 18, with the Heckman
model showing a reduction of $8.00 in the AFDC receipts per year.

Using the Heckman selection model, the study accounts for subjects who were
eligible yet chose not to participate in a welfare program. As expected, accounting
for these people produced a higher effect. The model successfully predicts welfare
participation through early-life psychological characteristics, providing evidence
that sensitivity to stigma and other psychological traits influence the take-up rate of
welfare programs.

Random Effect

To minimise the possible endogeneity between working in early life and welfare
participation later in life, I use a large number of controls for individual characteristics
and family background. However, to guard against spurious results, this study employs
a random effect model. An individual-specific random variable that is uncorrelated
with the explanatory variables is incorporated in the model.

The analysis in Table 8 uses a narrower age window in a random effect
structure. The random effect models in Table 8 include only the full-time working
weeks between the ages of 17 and 19. The results in Table 8 are comparable to the
OLS results in Table 4; nevertheless, using a random effect approach that restricts
the working age to between 17 and 19 produces a smaller yet statistically significant
impact. Working one extra full-time working week per year in early life reduces
the welfare payments received by the respondents in their 20s by $19.10 for females
and $6.00 for males. The impact on welfare payments in their 30s was statistically
insignificant for both males and females. Working one extra full-time working week
per year in early life reduces the likelihood of respondents receiving welfare payments
in their 20s by 2.5 and 2 percentage points for females and males, respectively.

Table 9 summarises the results of OLS, Heckman, and random effect models
and presents them in dollar terms. The results for OLS have been previously discussed
(Table 4): working one extra full-time working week per year in early life reduces
welfare payments received by the respondents in their 20s by $20.00 for females
and $22.80 for males. The Heckman selection model yields larger coefficients, as it
accounts for subjects who were eligible yet did not participate in a welfare program.
Using the Heckman selection model yields an insignificant impact for respondents
in their 30s; however, working an extra full-time working week in early life reduces
welfare payments in their 20s by $22.00 and $39.00 per year for females and males,
respectively.

Using the random effect model to eliminate a possible remaining endogeneity
yields smaller impacts on welfare received by respondents in their 20s and a statistically
insignificant impact for respondents in their 30s; however, the results confirm the
negative association between working during adolescence and the welfare received
in later life.
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For robustness, I use the average number of working weeks per year in early
life, instead of the average worked hours, as a key dependent variable. Table 10 shows
the impact of the number of working weeks on the welfare payments received by
respondents in their 20s and 30s regardless of the number of hours worked per week.
The results are consistent with the findings in Table 4, in which full-time working
weeks are used as the outcome variable. The effect is highly significant for males in
their 20s and insignificant for females in their 20s: for males, working an extra week
per year in early life reduces the likelihood of receiving welfare payments in their
20s by 4.3 percentage points. Table 11 summarises the results in terms of dollars,
percentage points, and percentage change.

7. Conclusion

Previous research has used educational and employment channels to estimate the
impact of adolescents’ employment on later life. However, this study highlights the
shortcoming of using these channels and instead uses welfare participation as a future
outcome to estimate the impact of early employment.

Using data from the National Longitudinal Survey of Youth (NLSY) 1979,
and a variety of model specifications, including random effect and Heckman selection
models, this study finds a significant impact of early-life work on welfare participation
later in life. This impact is generated mainly from working at the ages of 17, 18 and
19, with the greatest effect arising from working at the age of 17. Working one extra
full-time working week per year between the ages of 17 and 19 reduces the probability
of receiving welfare by 2.5 percentage points for females and 2 percentage points for
males in their 20s. There is also a reduction in the welfare received in the respondents’
20s of 7.5 and 2.2 per cent for females and males, respectively. The impact is
economically and statistically insignificant in the 30s for both females and males.

This study provides evidence that work in adolescence is constructive in
that it reduces the likelihood of future participation in a welfare program and the
amount of welfare received. The study also suggests that this effect occurs through
increasing the stock of human and social capital, which develops psychological
barriers that promote discipline from participating in public assistance programs.
Using the Heckman selection model, the study accounts for subjects who were eligible
yet did not participate in a welfare program. The model successfully predicts welfare
participation through early-life psychological characteristics, and provides evidence
that sensitivity to stigma and other psychological traits influence the take-up rate of
welfare programs.

By looking at the full-time working weeks reported based on the age of
the respondent instead of high-school completion, this study is able to include both
high-school graduates and subjects who did not graduate from high school. This
increases the representativeness of the sample and addresses a problem not taken into
consideration in previous research. Therefore, the analysis suggests that programs
should be implemented that encourage students to work moderately during high
school and college to develop human capital, social capital, and constructive personal
characteristics.
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Table 3: Summary Stafistics

Variable Sample Female Male
Welfare When Under 18 098 172 028
(:297) (.378) (.165)

High School 942 943 941
(:234) (:231) (:236)

Postgraduate degree 377 Al18 339
(:485) (:493) (473)

Bachelor Degree 239 257 221
(427) (438) (415)

Graduate Degree 068 079 056
(:251) (:271) (:231)
Female 483 I e

(499)

Black 234 267 204
(424) (:443) (402)

Hispanic 149 135 161
(.356) (.342) (.368)

West 212 191 231
(:409) (.394) (421)

South 349 373 326
(477) (484) (469)

Northcentral 305 .306 303
(:460) (:461) (459

Northeast 135 129 140
(.342) (:335) (.347)

Urban 767 748 785
(423) (434) (411)

U.S Born 963 981 946
(.189) (137) (:227)

U.S Citizen 967 985 949
(.179) (.120) (:219)

Number of Children .586 762 422
(915) (.984) (.812)

Number of Siblings 3.335 3.529 3.153
(2.440) (2.787) (2.049)
Mother Highest Grade 11.278 11.102 11.442
(2.899) (3.017) (2.776)

Note: The numbers in parentheses are the standard errors.
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Table 4: Regression Estimates of Full-Time Working Weeks (40hours) on
Average Welfare Payments per Year Received by Respondents in their

20s/30s
Welfare Payment
In The Twenties/ (a) (b) (c) (d) (e)
Thirties Per Year
Twenties
Female Hours -100.121##%  -81.596%#* -49.023* -38.364 -45.492
(21.570) (21.289) (19.556) (22.819) (22.645)
Hours? 1.676 1.424 0.941 0.692 0.859
(-0.555) (0.539) (0.495) (0.555) (0.548)
Male Hours -36.365%#* 368344 -43.135%* -55.074% -46.77 7k
(11.453) (11.287) (12.467) (17.624) (18.482)
Hours? 0.555 0.563 0.581 0.795 0.664
0.223) 0.218) (0.244) (0.355) 0.371)
Thirties
Female Hours -82.134%%* -63.039%** -53.984%* -43.592 -56.025*
(17.931) (16.681) (19.978) (20.526) (21.532)
Hours? 1.581 1.303 1.173 0.992 1.253
(0.461) 0.422) 0.507) 0.502) (0.525)
Male Hours -26.126%** -24.402%* -29.469%** -14.036 <7631
(8.413) (8.548) (9.388) (10.404) (9.129)
Hours? 0.476 0453 0.566 0.165 0.024
(0.164) (0.165) (0.183) 0.207) (0.181)

Note: * p < .05, **% p < .01, ¥* p < .001. Model (a) only includes the average full-time work weeks
that respondent worked per week. Model (b) includes demographics. Model (c) includes individual
characteristics variables. Model (d) includes cognitive ability variables. Model (e) includes all the
previous variables plus variables representing family background. P-value is obtained by testing the
hypothesis that hours and hours2 are jointly equal zero using F-test. The numbers in parentheses
are the standard errors. The analysis used robust standard errors.
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Table 5: Regression Estimates of Full-Time Working Weeks by Age/High

School Grade on Average Welfare Payments per Year Received by

Respondents in their 20s/30s

Welfare Paymentin 17 Years 18 Years 19 Years Sophomore Junior  Senior  Senior*
the Twenties / Year old old old
Twenties
Female Hours -16.136  -24974% -12319 25991 -18.135  -11932 9951
(15.336) (11.888) (8.688)  (14.8026) (18.3794) (6.4890) (8.3960)
Hours? 0.185 0.307 0.103 0.3085 04110  0.0281  0.0235
0.321)  (0.202)  (0.099)  (0.2410)  (0.4180) (0.0302) (0.0349)
Male Hours -20.808 -20.823* -25478**  -1.072 -0.659  -4.010  -6.305
(10.339) (11.326) (8.240) (5.205) (6.368)  (4.260)  (6.338)
Hours? 0.203 0.201 0.229 -0.012 0.012 0.037 0.060
0.153)  (0.175)  (0.103) (0.062) 0.121)  (0.059)  (0.108)
Thirties
Female Hours 3272 -11.677 5771 25868  -12.164  -5.086  -6.444
(14357) (11.359)  (8.168)  (14.006)  (17.660) (6.135  (7.853)
Hours? -0.098  0.091 0.036 0.355 0.237 0.010 0.019
(0.302)  (0.194)  (0.094) (0.238) (0.405)  (0.028) (0.033)
Male Hours 1.592 2302 -4933 4813 2581 -1.233 -1.162
(5.077)  (5.651)  (4.049) (4.892) 6.071) @114  (5.993)
Hours? -0.089  -0.016  0.021 -0.088 0.065  -0.004 -0.021
0.075)  (0.086)  (0.050) (0.058) (0.115) ~ (0.055)  (0.101)

Note: * p < .05, ** p < .01, ¥* p < .001. Worked hours are restricted by age. OLS is a full model
where demographic, individual characteristics, cognitive ability, and family background are
included. Senior c displays senior year’s coefficient in a full model after controlling for hours
worked in the sophomore and junior years. The numbers in parentheses are the standard errors.
The analysis used robust standard errors.
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Table 6: Probit Estimates of the Probability of Receiving Welfare by
Respondents in their 20s/30s in Response to the Number of Full-Time
Working Weeks Worked in Early Life

Probability Of Receiving Full-Time Full-Time Full-Time Full-Time
Welfare In The Twenties / Working Weeks ~ Working Weeks ~ Working Weeks ~ Working Weeks
Thirties In Early Life 17 Years Old 18 Years Old 19 Years Old
Twenties
Female Hours -0.015 -0.022 0.002 -0.010
(0.039) (0.025) 0.022) (0.016)
Hours? 0.000 0.000 -0.000 0.000
0.001) (0.001) (0.000) (0.000)
dy/dx -0.013 -0.016 -0.007 -0.010
Male Hours -0.044 -0.025 -0.028 -0.025
(0.028) 0.015) 0.019) 0.016)
Hours? 0.000 0.000 0.001 0.000
(0.001) (0.000) (0.000) (0.000)
dy/dx -0.042%% -0.021* -0.019%* -0.022%%%
Thirties
Female Hours -0.175 -0.028 -0.015 -0.008
(0.057) (0.039) (0.036) (0.035)
Hours? 0.004 0.003 -0.001 0.000
(0.001) (0.008) (0.007) (0.006)
dy/dx -0.056%** -0.020 -0.021 -0.009
Male Hours -0.015 0.011 0.021 0.021
(0.051) (0.001) (0.031) 0.024)
Hours? -0.001 -0.000 -0.000 -0.000
(0.001) (0.000) (0.000) (0.004)
dy/dx -0.041* -0.004 0.003 -0.015

Note: * p < .05, ** p < .01, #* p < .001. The dependent variable is dichotomous. In the case of
estimating the impact on the twenties, this variable equals 1 for each year the respondent received
welfare and zero otherwise. In the case of estimating the impact on the thirties, this variable equals
1 for each year the respondent received welfare and zero otherwise. dy/dx is the marginal effect at
the mean. Models are fully specified as in model (e) in Table 4. The numbers in parentheses are the
standard errors. The analysis used robust standard errors.
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Table 7: Regression Estimates of Full-Time Working Weeks (40hours) by
Age/ High School Grade on Welfare/Food Stamps/AFDC Payments per
Year Received by Respondents in Their 20s

Welfare Payment in

the Respondents’
20s / Year

Hours
Hours
worked 2
(@0hours) 110U
Early Life

IMR
19 Years Hours
Old

Hours?

IMR

18 Years Hours
Old

Hours?

IMR
17 Years Hours
Old

Hours?

IMR

Welfare Food Stamps AFDC
OLS Heckman OLS Heckman OLS Heckman
Selection selection selection
R N O o -9.63* 221, 8%k -3.3845 -9.51*
(13.1590)  (14.5890)  (3.8746) (4.5836) (8.4030) (8.3854)
0.6272 0.8475 0.1425 02737 -0.0170 -0.1452
(0.2801) (0.2820) (0.0825) (0.0840) 0.1784) (0.2000)
432 41* 240 4% 290.69*
(177.3520) (63.7261) (141.6901)
-17.500%%F  -24.000%**  -4930*  -9.300%** -1.767 -6.460
(5.575) (6.089) (2.120) (1.909) (4.595) (4.490)
0.132 0.151 0.048 0.061 -0.002 -0.000
(0.067) (0.066) (0.031) (0.019) (0.068) (0.042)
393.920%* 230.900%** 184.892
(178.281) (63.830) (135.509)
-21.200%%* 28 400%**  -4,681 -7.500%%* -9.373 -11.210*
(7.784) (7978) (2974) (2.395) (6.427) (5.308)
0.198 0.196 0.053 0.026 0.112 0.072
0.123) 0.123) (0.051) (0.036) 0.112) 0.077)
500.800%#* 246.100%* 223.878
(186.923) (65.228) (135.049)
-17.090*  -22.890* -3.100 -1.260%* -4.455 -10.702
(7.541) (8.651) (2.621) (2.846) (5.664) (6.188)
0.180 0.236 0.032 0.067 0.045 0.090
0.123) (0.128) (0.046) (0.039) (0.099) (0.084)
303.852 147.360* 206.264
(173.354) (60.451) (137.418)

Note: * p < .05, % p < .01, ¥* p < .001. Inverse Mill Ratio (IMR) from the first regression was
used as a covariate in the second regression in the Heckman selection model. IMR is the inverse
Mills ratio coefficient resulted from the second regression. Models are fully specified, as in model
(e) in Table 4, excluding the three predictor variables and including the IMR in the caseof the
Heckman selection model. The numbers in parentheses are the standard errors. The analysis used

robust standard errors.
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Table 8: Random Effect Model Estimates of Full-Time Working Weeks
(40hours) on Welfare Payments per Year Received by Respondents in

their 20s/30s

Welfare Payment and Probability Welfare Payment Probability of Receiving
of Receiving Welfare in the Welfare
Respondents’ 20s/30s
Twenties
Female Hours -30.933%** -0.041
(6.762) 0.011)
Hours? 0.402 0.000
(0.105) (0.000)
dy/dx -0.025%#*
Male Hours -6.885%#* -0.021
(2.716) 0.012)
Hours? 0.024 0.000
(0.037) (0.000)
dy/dx -0.019%%*
Thirties
Female Hours -11.193 -0.014
(5.997) 0.015)
Hours? 0.194 0.000
0.107) (0.000)
dy/dx -0.006
Male Hours -3.929 -0.003
(2754 (0.016)
Hours? 0.039 -0.000
(0.037) (0.000)
dy/dx -0.007

Note: Models are fully specified as in model (e) in Table 4. The numbers in parentheses are the
standard errors. The analysis used robust standard errors.
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Table 9: Estimates in Dollars of Full-Time Working Weeks on Welfare
Payments per Year Received by Respondents in Their 20s/30s

Welfare Payment in the OLS Treatment Random Effect
Twenties / Thirties per Year Effect

Twenties

Female -$20.05 -$22.19 -$19.10%#*
Male -$22 87wk -$39.12%5 -$6.02%#
Thirties

Female -$18.93ux -$12.14 -$5.57
Male -$6.77 -$1.65 -$2.53

Note: * p< .03, %% p < 01, ¥ p < 001.
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Table 10: Regression Estimates of Working Weeks on Average Welfare
Payments per Year Received by Respondents in their 20s/30s

Welfare Payment In Weeks 17 Years 18 Years 19 Years Probability
The Twenties / Year Worked in Oold old old Estimates
Early Life
Twenties
Female weeks -3.427 -14.065 -39.891* -14.338 0.028
(28.269) (15.649) (16.231) (9.896) (0.049)
weeks? -0.206 0.185 0.621 0.121 -0.001
0.819) (0.299) (0.286) (0.130) (0.002)
dy/dx -0.011
Male weeks -61.630* -22.460% -20.950* -51.400%#* -0.010
(26.874) (12.451) (13.883) (16.585) (0.038)
weeks? 1.289 0.229 0.199 0.705 -0.001
(0.766) (0.206) (0.241) (0.287) (0.001)
dy/dx -0.043%s*
Thirties
Female weeks -48.761 -1.311 -23.727 -4.183 -0.009
26.752 14.662 15741 9.391 (0.048)
weeks? 1151 0.166 0.327 0.039 0.020
0.778) (0.282) 0.277) 0.123) 0.014)
dy/dx -0.031
Male weeks -13.905 5.950% -2.934 -15.530%* -0.021
(13.603) (6.120) 6.979) (8.281) 0.002)
weeks? 0.183 -0.177 -0.019 0.206 0.001
(0.384) (0.101) (0.120) (0.144) (0.007)
dy/dx -0.017

Note: * p < .05, *%* p < .01, *** p < .001. dy/dx is the marginal effect at the mean. Models are
fully specified as in model (e) in Table 4. The numbers in parentheses are the standard errors. The
analysis used robust standard errors.
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Table 11: Random Effect/Probit Estimates of Full-Time Working weeks
(17-19 years old) on Welfare Payments per Year Received by Respondents
in their 20s/30s

Welfare Payment/probability In Welfare payment Probability of

The Twenties / Thirties per Year receiving welfare
Payment Percentage Percentage Percentage

points

Twenties

Female -$19.10%* -1.53% -2.50%%* -8.20%

Male -$6.02%# -2.16% -2.00%** -10.90%

Thirties

Female -$5.57 -1.94% -0.59 -4.52%

Male -$2.53 -2.13% -071 -6.16%

Note: *p < 05, %% p < 01, % p < 001.
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FIG. 1: Welfare Received in the Twenties Against the Average Full-Time
Working Weeks in Early Life (Age 17-19).

VWelfare Received at Age(20-30)

20 40
Average Full Time{40 hours) Worked Weeks at Age(17-19)

Figure 1 shows respondents who worked more hours in their early life received less welfare
payment in their twenties.

FIG. 2: Welfare Received in the Thirties Against the Average Full-Time
Working Weeks in Early Life (Age 17-19).
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Figure 2 shows respondents who worked more hours in their early life received less welfare
payment in their thirties.
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Lessons from the Recent Policy Experience
in the Australian Indigenous Community-
Employment Sector

Zoe Staines, (School of Justice) Queensland University of Technology, Australia

Abstract

Indigenous disadvantage in Australia is persistent and includes continued low labour-
force participation and employment, especially in remote areas. Government-driven
employment programs respond by engaging (predominantly Indigenous) jobseekers in
regional and remote Australia to improve outcomes. However, results have been mixed.

Much of the extant literature focuses on the Community Development
Employment Program (CDEP)—Australia’s longest-lasting community-employment
program (1977-2015). There are comparatively few studies that focus on programs
implemented since 2007, when CDEP began to be phased out, and no studies that
trace this recent history in its entirety. This study fills this gap by exploring and
comparing the key features of four employment programs from 2007 onwards—a
period of relatively rapid program change. The paper discusses their key similarities
and differences and argues that, despite rapid vicissitudes, the underlying policy
settings remain largely stable. This offers some potential lessons for future policy
approaches, which are particularly timely in the lead up to yet another new program
being scheduled for implementation in early 2019.

EconLit Subject Descriptors: 13 Welfare, Wellbeing, and Poverty / J48 Particular
Labor Markets: Public Policy / J6 Mobility, Unemployment, Vacancies and Immigrant
Workers / J64 Unemployment: Models, Duration, Incidents and Job Search.

Keywords: Labour Economics; Labour Market Policy; Labour Market Regulation;
Welfare; Wellbeing; Remote; Indigenous; Employment; Unemployment.
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1. Introduction

Indigenous Australians continue to experience widespread social disadvantage,
including in terms of labour-force participation and employment. They are still less
likely than non-Indigenous Australians to be participating in the labour force and less
likely to be employed, especially in remote communities (DPM&C, 2018). This is
despite decades of employment programs, which have sought to improve outcomes for
(primarily) Indigenous Australians living in regional and remote areas. These include
the Community Development Employment Program (CDEP) (introduced in 1977),
which continued for over 30 years, and four further programs, introduced between
2007 and 2015. In late 2017, the Commonwealth Government released a discussion
paper inviting public comment on plans to create another new model—the sixth
program in just over a decade (DPM&C, 2017a).

As the longest running Australian community employment program to date,
much of the extant literature focuses predominantly on CDEP. Comparatively few
studies explore the features of employment programs implemented since 2007 and of
those that do, most tend to focus on one program at a time.

Although Fowkes (2011) did not focus specifically on remote Indigenous
employment, she compared the key features of two programs introduced from 2007 to
2009 and argued that their fundamental policy objectives and frameworks were very
similar. She argued that this meant both programs were unable to address fundamental
underlying issues that substantially hindered progress. Since Fowkes’ (2011) analysis, no
similar studies could be found that consider whether this trend has continued. However,
this is an important factor in informing future policy and program design. In the lead up
to another new program being implemented in early 2019, it is timely to consider whether
the recent program history indicates evidence of policy learning and improvement, or
whether there remain underlying issues that are yet to be addressed. Unless programs are
evolving and adapting to address fundamental structural and social barriers to remote
Indigenous employment, there can be little hope that outcomes will improve.

This paper draws on publicly available literature to trace the full history
of programmatic change in regional/remote Australia from 2007 onwards, when
CDEP began to be wound up. It: 1) describes and compares the key characteristics of
Australian employment programs' implemented during this time to determine their
key similarities and differences; 2) considers available evidence of their outcomes and
impacts; and 3) proposes some possible lessons from this recent history that build upon
those previously offered by Fowkes (2011) and may help to guide future policymaking.
The paper finds that Fowkes’ (2011) argument about the similarities between the Job
Network (JN) and Job Services Australia (JSA) is, seven years later, equally relevant to
the Remote Jobs and Communities Program (RJCP) and the Community Development
Program (CDP) and that fundamental underlying policy issues have still not been
addressed. This has implications for future policy directions in this area, including
the impending new employment program, scheduled to be implemented in early 2019.

1 This paper focuses specifically on the history and impact of employment programs for
Indigenous jobseekers in remote contexts. It should also be acknowledged that there have been,
during the time period covered here, other policies/programs also designed to impact employment.
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Although this paper focuses on employment programs from 2007 onwards,
because these programs and policies are deeply embedded in and informed by the
previous 30 years of community-employment policy, it begins with a brief overview
of CDEP. This is not intended to be exhaustive; there are many other accounts of the
history, value and administration of CDEP in the existing literature (e.g. Altman and
Gray, 2000, 2005; Sanders, 2004, 2012, 2016; Hunter and Gray, 2012; Jordan, 2016).

Setting the context

Programs from 2007 onwards were preceded by thirty years of program stability
with CDEP, which was established by the Fraser Government in 1977. It was, at
least partially, a response to concerns that the extension of unemployment benefits to
Indigenous people living in remote communities (where local economies were weak
and job opportunities were few) during the early 1970s would promote ‘sit-down
welfare’ (Gray, Howlett and Hunter, 2014; Jordan, 2012; Sanders, 2012). Under CDEP,
an amount roughly equivalent to unemployment benefits was provided in a lump-sum
grant to each community (usually through the local council), which would then use
the funds as wages to employ otherwise unemployed individuals in part-time ‘work’.?

CDEP was gradually rolled out across Australia; at its peak from the late 1990s
to 2004, there were around 35,000 participants overall, though this number had reduced
to 10,692 by 2011 (Gray et al., 2013). Though the outcomes and impacts of CDEP have
been widely contested (e.g. Altman, Gray and Levitus, 2005; Hunter and Gray, 2012;
Cape York Institute, 2007; Pearson, 2009), its ultimate demise was brought about on the
(also highly contested) basis that it became a welfare ‘pedestal’ from which the long-
term unemployed found it difficult to escape (Cape York Institute, 2007; Pearson, 2009;
Department of Finance and Deregulation, 2009; Hockey in Uhlmann, 2007).

In a 2006 speech, then Minister for Families, Community Services and
Indigenous Affairs, Mal Brough, set out what he called his ‘blueprint for action in
Indigenous affairs’, which included a focus on economic development in remote
areas and a nod to ensuring better management of mobility opportunities to facilitate
jobseekers to take up employment beyond their communities. Later, in 2007, the
Howard Government put into motion the gradual withdrawal of CDEP (Hockey in
Uhlmann,2007). This occurred against the backdrop of an increased focus on jobseeker
obligations under the Working Nation (from 1994) and Welfare to Work agendas (from
2006), the latter of which increased activity and participation obligations attached to
welfare payments (Jose and Burgess, 2005; Thomas and Daniels, 2010).

2 Later incarnations of the Program also included activity fees, participant payments, management
fees and placement-incentive payments (Department of Finance and Deregulation, 2009).
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2. Australian employment programs from 2007 onwards
The following sections describe the key characteristics, including delivery modes,
funding structures and core program components, of each successive employment
program from 2007 onwards. This includes the Job Network (JN), Job Services Australia
(JSA), the Remote Jobs and Communities Program (RJCP) and the Community
Development Program (CDP). As illustrated in Figure 1, these programs overlap and
interrelate with CDEP from 2007 until it was completely discontinued in 2015.

Figure 1 Timeline of employment programs in remote Australia, 1977-2018

1977 2007 2009 2013 2015 2016 2017 2018
CDEP Gradual (CDEP (CDEP CDEP
established withdrawal  continues, continues, ‘grandfathered
of CDEP butnonew  butnonew participants’ are
putin participants)  participants) transitioned;
motion CDEPis
2 JN JN replaced RJCP CDP replaces (CDP continues; Gommonwealth Consultation
= E introduced by JSA replaces RJCP new proposals to Government on new
£ for new JSA the Social Security announces it will programme
© e participants Act 1991 fo change replace CDP (new continues
a its operation, but programme Yet to be
these lapse) announced;
Job Network

JN was first introduced in 1998 to replace the Commonwealth Employment
Service, which was abolished by the Howard Government in 1996 (Webster and
Harding, 2008). The impetus was to create a quasi-privatised job-services sector,
ostensibly to improve efficiency and outcomes (Webster and Harding, 2008; Wright,
Marston and McDonald, 2011). From 2007, JN began to operate alongside CDEP in
many areas (Altman, Gray and Levitus, 2005).

Thomas (2007) argued that, in its original format (1998-2003), JN was
not much different from the previous Working Nation approach, which focused
predominantly on providing job-search and job-link assistance. However, from 2003
onwards, an Active Participation Model was introduced, which increased the focus on
jobseekers” mutual obligations (Thomas, 2007; DEEWR, 2007). The below sections
document this latter version of JN because this is the model that existed when CDEP
began to be rolled back in 2007.

The JN serviced around 724,700 jobseekers across Australia by 2006,
including approximately 10.3 per cent (i.e. around 74,644) Indigenous jobseekers
(DEEWR, 2007).% It set out to “...overcome the passivity and de-motivation that may
develop with long-term spells of unemployment, remove other jobseeker-specific
obstacles to employment and quickly orient benefit recipients to jobs” (Productivity
Commission (PC),2002, p. 2.4). It provided support around job placements, job search
and training, and customised assistance/intensive support to jobseekers who were
suffering greater disadvantage, or had been unemployed for longer (Thomas, 2007; PC
2002). These elements were offered through different programs, which operated under
the JN strategy (e.g. ‘Job Search Support’, ‘Job Search Customised Assistance’, “Work
for the Dole’) (Department of Finance and Deregulation, 2009). Most (=90 per cent)
Indigenous jobseekers received intensive customised assistance (DEEWR, 2002).

3 Itisunclear what proportion of Indigenous jobseekers lived in remote or very remote locations.
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Financial arrangements under JN included:

¢ outcome payments when a jobseeker stayed in employment for 13 and 26 weeks, or
completed an education course for one or two semester/s*,

¢ interim outcome payments when jobseekers commenced education, and

* fee-for-service payments for providing jobseekers with job-search training, as well
as appointments and other services (Thomas, 2007; Australian National Audit
Office (ANAO), 2009).

A jobseeker account could also be drawn on to reimburse providers for costs
accrued when assisting jobseekers to find employment (ANAO, 2009).5

Jobseekers were subject to financial penalties (e.g. percentage reductions in
payment rates for fixed periods, or non-payment periods) for committing administrative
breaches (e.g. missing an appointment), activity breaches (e.g. not actively looking for
work) or moving to areas where there were lower employment prospects (PC, 2002).
In response, payments could be suspended for up to eight weeks (PC, 2002). Over the
lifespan of JN, the Department of Education, Employment and Workplace Relations
(DEEWR) also gradually increased the complexity of provider contracts, and intensified
its monitoring of contract compliance (Considine et al., 2011; Stromback, 2008).

Early evaluations of JN found that it was more cost effective than previous
programs, but employment outcomes were mixed; the overall effects were likely
small, similarly to other comparable programs in Australia and elsewhere (DEEWR,
2002; PC, 2002; DEEWR, 2006). In 2008, another DEEWR study reported that those
in the intensive support phases (where >90 per cent of Indigenous jobseekers were
placed) were, in the first support phase, 5.8 per cent more likely to be employed, and in
the second phase, 6.4 per cent more likely. However, the reasons behind early exits and
the length of time it took to place people into jobs are unknown (Stromback, 2008).

DEEWR (2007) found that, under the Active Participation Model of JN,
jobseekers were better engaged and employment outcomes were sustained for
longer. However, DEEWR (2008) later remarked that the rate of jobseekers receiving
unemployment benefits for five or more years had increased from one in ten in 1999
to nearly one in four by 2008, signalling a growing group of long-term unemployed.

Others argued that even those who found employment were often under-
employed (Stromback, 2008) and that, because it was overly prescriptive in its contracting
arrangements, JN contradicted its original intention of improving service flexibility.
Considine et al. (2011, p. 827) also argued that the increased monitoring of providers
resulted in some “...shifting some of their resources away from providing one-on-one
assistance to jobseekers, and towards local administration”.

Ultimately, the findings were mixed. JN also failed to take a broader focus
on economic development or structured mobility—the things that Brough (2006) had
talked about earlier. However, work was in tow (e.g. Brough and Hockey, 2007) to

4 To encourage providers to support disadvantaged jobseekers, outcome payments increased
depending on the length of the jobseeker’s previous term of unemployment (ANAO, 2009).

5 Although a lump-sum commencement fee was paid to providers under earlier versions of the
JN, this was dropped from 2003 onwards (Thomas 2007).
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bring these matters to the forefront when a change in government in late 2007 put an
end to the Coalition’s proposed reforms.

Job Services Australia
In the shadow cast by the Northern Territory Emergency Response, the Labor Party won
the December 2007 election under the leadership of Kevin Rudd. It announced a review
of existing programs and, in October 2008, released a discussion paper proposing plans
for a new program (O’Connor, 2008). JN was replaced with JSA in 2009.

JSA operated in remote Australian communities from July 2009 until July
2013, though it continued to operate in urban and regional areas until 2015. In 2009,
the overall JSA caseload was =700,000 (Clare, 2009); by 2011, about 12.5 per cent of all
JSA jobseekers (i.e. around 89,000 people) were Indigenous and a further 37 per cent of
these (i.e. around 32,930 people) lived in remote or very remote areas (DEEWR, 2012b).

JSA jobseekers were offered differing levels of support, depending on their
degree of disadvantage, and were placed into suitable support ‘streams’ (Australian
Government, 2013a). These streams were brought under the same contract, meaning
single providers had to offer support across all streams rather than specialising, as they
had done under JN, though they could also sub-contract where needed (Considine et
al., 2014). JSA also encouraged providers to engage with employers to a greater extent
than had occurred under JN (e.g. employer feedback was included, for the first time,
in performance management of JSA providers by DEEWR (Considine et al., 2014)).

JSA had a less punitive jobseeker compliance regime than JN (Considine et al.,
2014). While there was an automatic eight-week period of non-payment after three breaches
(activity, administrative, or serious non-compliance) under JN, JSA jobseekers lost each
day’s allowance for each day of activity that they missed without a reasonable explanation
(Considine et al., 2014). They could also negotiate to make up the missed period.

JSA providers could access:

 up-front funding through the flexible Employment Pathway Fund to assist clients to
overcome vocational and non-vocational employment barriers,
e job-placement fees, when a provider placed a jobseeker into a vacancy, and the
jobseeker worked for a minimum number of hours over ten days, and
e tiered outcome payments, when jobseekers moved into employment for a period of
13 or 26 weeks (DEEWR, 2012a).°
Each JSA provider was required to have an Indigenous Employment Strategy,
which had to include each provider’s plan for attracting and retaining Indigenous staff
(DEEWR, 2012b). However, JSA did not include a strategy for improving employment
opportunities beyond its provider network. (This may have been because it was primarily
targeted towards urban areas, which had stronger labour markets.)

6 Outcome payments were increased under JSA from 30 per cent of the total payment for each jobseeker
to 50 per cent of the total payment (Considine et al., 2014). Established timeframes for transitioning
jobseekers into work experience and employment were also introduced (Bowman and Horn, 2010).

In 2012, tiered payments were combined into two single payments made at 13 and 26 weeks after audits
were conducted in response to allegations that some providers were submitting false claims (Ellis, 2012).
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An evaluation of JSA for Indigenous jobseekers indicated that it had been
“...reasonably successful in placing Indigenous people into employment”, but
that the improvements were not occurring at a rate that would enable Indigenous
employment targets set under the Closing the Gap framework (agreed by the Council
of Australian Governments in 2008) to be achieved (DEEWR, 2012b, p. 61). Other
outcomes, including in education and training, were mixed (DEEWR, 2012b). Modest
improvements were seen in the number of Indigenous staff employed by JSA providers,
though the overall impacts of this increase on Indigenous employment rates would
have been minimal at best (DEEWR, 2012b).

Ultimately, DEEWR (2012b, p. 13) warned, “..any one government
program, even a large program like JSA, cannot be expected in isolation to address
the disparity in economic participation between the Indigenous and non-Indigenous
populations, particularly over a relatively short period.” At the time of DEEWR’s
report, consultations were already under way to inform a new program for remote
areas (DEEWR, 2012b, p. 33).

Remote Jobs and Communities Program

The RJCP replaced JSA, CDEP and Disability Employment Services in remote areas
on 1 July 2013. It introduced “major reforms” to employment services for remote
Indigenous communities with a view to providing a more effective model than those
seen in the past to get Indigenous people in remote communities “into jobs” and
to “participate in their communities” (Macklin, 2013). RJCP carried a caseload of
approximately 37,000 jobseekers in its first two years; all lived in remote areas and
about 83 per cent (i.e. approximately 30,710) identified as Indigenous (Fowkes and
Sanders, 2016).

RJCP was meant to intensify the focus on broader economic development
and engagement. For example, the Community Action Plans (CAPs) were meant to
document community-wide “...priorities for social and economic participation and
development” (Australian Government, 2013b, p. i), while Workforce Development
Strategies (WDS) documented the strengths and needs of the existing workforce
and the types of local employment opportunities that were available, in an effort to
synchronise the two. RJCP also involved a Remote Youth Leadership and Development
Corps (RYLDC), which was a 9—12 month up-skilling and training program intended
for youths aged <24 years.

RJCP involved a Participation Account, which enabled providers to offer
individualised up-front support to jobseekers. Providers also received:

» fee-for-service payments for delivery of case management and activities,

* job-placement payments (for short-term work experience), and

e outcome payments when jobseekers commenced/completed education and/or
moved into employment (at seven, 13 and 26 weeks) (ANAO, 2017).

A Community Development Fund (CDF) ($237.5 million over five years)
was also intended to “...help improve communities and support social and economic
participation” (Macklin, Snowdon and Collins, 2013). The RJCP compliance
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framework was the same as that employed under JSA and included no-show-no-pay
activity penalties and ‘serious’ penalties.

The early days of RICP were fraught. For instance, lead-in times for providers
were incredibly short and confusion amongst jobseekers was high due to the quick
changeover (Fowkes and Sanders, 2015). There was also administrative complexity in
accessing Participation Account and CDF monies, as well as concerns that the overall
level of funding was insufficient for highly-disadvantaged jobseekers.

There were a greater number of financial penalties applied per year under
RICP than under JSA (Fowkes and Sanders, 2016c). Fowkes and Sanders (2016c¢)
argued that this was likely due to different and more onerous program requirements
(e.g. starting work-for-the-dole requirements immediately, rather than after 12 months),
fewer protections for remote jobseekers, and jobseeker decisions to actively disengage.

Although a formal evaluation of RJCP was planned, it was never undertaken.
Not long after the Program was introduced, in September 2013, another federal
election saw the demise of the Labor Government (which had been returned to
Rudd’s leadership from Julia Gillard, in only June of that year). Tony Abbott became
Prime Minister and RJCP was targeted for change. By the end of 2013 Minister for
Indigenous Affairs, Nigel Scullion, said “RJCP is a disaster. People aren’t turning
up for work and are returning to alcohol. That’s why I'm acting quickly to re-engage
people before it’s too late” (Scullion, 2013). The heavy emphasis on engagement rather
than job transition was telling of what was to come; in this frenzied climate, there was
arguably little room for thoughtful consideration of alternative approaches that could
achieve outcomes beyond mere programmatic engagement.

Community Development Program

In December 2014, Scullion announced that “The Abbott Government is to embark
on a major reform of employment services in remote Australia to put an end to sit-
down welfare” (Scullion, 2014). Scullion urged, “These changes will be rolled out
carefully and methodically—it won’t be rushed... We are committed to not disrupting
communities by repeating the mistakes of the past” (Scullion, 2014). However, as the
fifth new program in (at that point) only a seven-to-eight-year period, disruption was
inevitable. CDP subsequently replaced RICP from 1 July 2015 and, by September 2017,
33,000 were participating, of which more than 80 per cent (i.e. ~26,400) identified as
Indigenous (DPM&C, 2017b; ANAO, 2017).

CDP’s key emphasis is on work-for-the-dole activities, with comparatively
little focus on intensive case management to support disadvantaged jobseekers.
There are no up-front commencement payments under CDP and no equivalent to the
RJCP Participation Account. Providers receive service payments to deliver jobseeker
support (<$4,000 per jobseeker annually) and run work-for-the-dole activities
(=$12,450 per jobseeker annually) (ANAO, 2017). Providers can also receive payments
for employment outcomes (but not education outcomes) at 13 and 26 weeks (ANAO,
2017). (The seven-week category that existed under RJCP was removed.)
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Outcome payments are weighted towards the 26-week employment milestone,
which differs from RJICP, where providers could receive payments earlier (see Table 1).
Furthermore, CDP jobseekers have to work consecutively for 26 weeks for the provider
to be eligible for the 26-week payment, while under RJCP, the jobseeker could work for
26 weeks over a maximum period of 52 consecutive weeks (ANAO, 2017).

Table 1. Employment outcome payments under RICP and CDP

Payment interval RJCP cDhpP
Amount ($) Proportion of Amount (3) Proportion of
total payment (%) total payment ($)

Job placement 550 9 0 0

7 weeks 825 13 0 0

13 weeks 2475 39 2,250 30

26 weeks 2475 39 5,250 70

Total 6,325 100 7,500 100

Source: ANAO, 2017, p. 30.

Under CDP, Employer Incentive Funding is also available to employers that
hire jobseekers in full-time positions for at least 26 weeks (DPM&C, 2015; ANAO,
2017). CDP has involved a dramatic increase in work-for-the-dole activity requirements
to five days a week: a total of up to 25 hours of weekly participation.

The Commonwealth Department of Jobs and Small Business (2018) stated
that RICP was replaced with CDP “...to deliver better opportunities for remote job-
seekers and foster stronger economic and social outcomes in remote Australia”.
There are, however, few means through which these outcomes can be achieved. For
instance, the RICP CDF, worth $47.5M per year, was replaced by the CDP Indigenous
Enterprise Development Fund, worth only $25M per year (to be administered under
the Indigenous Advancement Strategy tendering process), which contradicted Minister
Scullion’s earlier argument that the CDF did not provide enough support (Department
of Prime Minister and Cabinet, 2016b). Jobs Australia (2015, p. 21) noted that providers
had only received minimal funding through the Enterprise Development Fund and
that “Many community stakeholders feel let down, yet again, that the job creation
activities that they identified through the CAP [Community Action Plan, under RJCP]
are not being supported.”

More penalties have been applied per year under CDP than RJCP (ANAO,
2017). The ANAO (2017, p. 46) attributed this to the fact that providers had to
“consistently enter jobseeker attendance data” and initiate compliance action.
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A review of the CDP by the ANAO (2017) found that, although the transition
between RICP and CDP “...was largely effective” (p.7):

¢ the CDP design was based on incomplete analysis of the RICP data,

e the timeframe for the changeover to the CDP was inadequate,

e per-unit costs of delivering CDP are higher than RJCP, and

* the Enterprise Development Fund and Employer Incentive Funding were .. .significantly
undersubscribed” (ANAO, 2017).

The review made one recommendation: that the DPM&C review the CDP
provider payment structure, “...particularly the incentives it creates and its alignment with
the underlying policy objectives of the program changes” (ANAO, 2017, p. 31). The concern
was that there were fewer incentives for providers to focus on disadvantaged jobseekers.

Other criticisms of CDP have predominantly focused on:

* its overly punitive compliance regime (Fowkes, 2016a), which has led to significant
hardships (Fowkes, 2016a; Kral, 2016),

 the disproportionate focus on work-for-the-dole activities when compared with
requirements under comparable urban schemes (Altman, 2016), and

» alack of employer incentives to transition jobseekers into employment (e.g. Fowkes,
2016, p. 14).

It was reported by the DPM&C in a Senate Estimates Hearing in 2016 that the
proportion of jobseekers placed in and attending activities had risen since CDP began
(Williams in HANSARD, 2016, p. 82). However, the figures cited were more likely
administrative artefacts than real evidence of positive change (Fowkes, 2016a, p. 15),
and no evidence was provided that program engagement was translating into improved
employment outcomes.

On 9 May 2017, the Commonwealth Government announced that it would
begin a consultation process on a new employment program for remote Australia
(DPM&C, 2017a). Minister Scullion (2017) stated, “While the CDP has had great
success’ in delivering jobs and support for remote jobseekers, more needs to be done
to break the cycle of welfare dependency and ensure jobseekers are actively engaged
and contributing to their communities.” What the new program—the sixth in the last
ten years—will look like remained to be seen at the time this paper was written.

3. Comparing the programs

Table 2 compares the key characteristics of the four programs described above.
This includes their delivery modes, funding structures and core components. The
implications of these results are then discussed in the remaining sections of the paper.

7 However, no rigorous evaluative evidence has been provided in the public domain to demonstrate
these successes.
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4. Discussion: similarities, differences and possible
lessons for future policymaking

Australia has experienced five different community employment programs in just
over a decade, with a sixth program on its way. This period of frenetic program shifts has
confused jobseekers and dismayed providers (e.g., Nagaiya in James, 2015; Marra Worra
Worra Aboriginal Corporation, 2016), who have constantly had to reapply for funds under
different contracts, learn new approaches and retrain their staff. A lack of long-term funding
security also contributes to job instability (Sanders, 2016), including for Indigenous staff.

Where providers have changed altogether, there has undoubtedly been a loss
of knowledge and expertise on the ground and the work undertaken by caseworkers
to develop relationships with jobseekers is essentially undone. On the other hand,
jobseekers are frequently required to deal with new organisations, people and rules.
This type of service delivery environment contradicts published standards of best
practice and cannot be conducive to achieving employment outcomes. Over the same
period, labour-force and employment rates have remained largely stagnant.

Although employment programs are only one of many influences on employment
data, the national Indigenous employment rate actually fell from 48 per cent in 2006 to
46.6 per cent in 2016 (DPM&C, 2018). This was, in part, due to the removal of CDEP over
this time, which was counted as employment. However, even where CDEP employment is
separated from the 2006 and 2011 data (in the same manner as Gray, Hunter and Howlett,
2013) to measure employment outside of the Program, the national gap in employment
rates between Indigenous and non-Indigenous Australians will take decades to close at the
current rate of change, and even longer in remote areas (Staines, 2018). Finally, while there
are few independent evaluations of the programs described here, those that do exist do
not show particularly remarkable results. These continued poor outcomes suggest a need
for policy change. However, as demonstrated in Table 2 (above), despite frenetic program
shifts, the underlying policy approaches over the last decade have remained largely steady.

Itis not the intention here to underplay the differences between these programs;
there have certainly been changes that have had significant impacts on the ground.
However, these variations have mainly involved amplifying or toning down existing
elements, rather than rational policy change. For example, all models have involved
outcome payments as a key financial incentive for providers. The nature (e.g. number,
volume, timing) of these payments have been tweaked from program to program, but
to little effect (as discussed later). All programs have also involved very similar key
elements. For instance, work-for-the-dole activities have been a key component of all
four programs, though the focus of this element has intensified under CDP.

Fowkes (2011) made a similar finding with respect to JN and JSA and claimed
that, despite programmatic change, little had been done to address fundamental
problems that lie at the core of both programs. This paper shows that, seven years on,
the same argument applies to RICP and CDP. While the features of these programs
have been tweaked, the underlying principles are the same and there are core structural
issues that have not yet been addressed. This is highly problematic, particularly when
considered against stagnant and/or worsening employment data. The remaining
sections of this paper provide some brief examples of these underlying problems.
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Delivery mode

All of the programs described in this paper are based on very similar versions of
the purchaser-provider model that was originally introduced under JN. The key
change over time has been that all subsequent programs have adopted increasingly
strict monitoring of provider performance. Simultaneously, providers have become
increasingly “businesslike” and intensified their focus on financial outcomes
(Considine and Nguyen, 2014).

This shift towards increased bureaucratic control over providers forces them
to spend more time on administration than on supporting jobseekers (Fowkes, 2016a;
Considine et al., 2014; Fowkes and Sanders, 2015). It also means that they do not
have the flexibility required to adapt approaches to suit local needs. For Indigenous
providers in particular this means that, even if they have local knowledge and expertise
about how to best deliver services within their own communities, there is little to no
flexibility in the contracts to allow them to act on their expertise (e.g. see Fowkes and
Sanders, 2015 regarding RJCP); bureaucracy essentially smothers local control.

This is not an empowering framework and undermines the true value that
Indigenous providers can bring. Furthermore, increasing downward pressure on
providers without addressing other significant structural employment barriers has not
achieved the desired outcomes to date, and therefore, is highly unlikely to do so into
the future.

Core program components

All four programs described here include very similar core components. For example,
work-for-the-dole requirements have been a feature of all programs, but have intensified
over time. Jobseekers have gone from having to participate in activities after a period
of 12 months (under JSA, for example) to participating immediately under RJCP and
CDP. Provider discretion under RJICP was also removed under CDP and the number of
participation hours required has also dramatically increased.

Remote communities generally have weaker markets and fewer opportunities
for employment than regional or metropolitan areas. In these economies, intermediate
labour markets®, like work-for-the-dole labour, can play an important role. They
present opportunities for un- or under-skilled jobseekers to develop the capabilities
needed to move into an open labour market, and/or to begin to demonstrate the types
of entrepreneurial behaviours and thinking that can help to create open markets, over
time (Forrest Review, 2014, p. 155). However, this benefit can quickly be undermined
when intermediate markets become too strong and entrenched, and thereby stifle
opportunities for normalised markets to take root and grow.

Although CDEP was heavily criticised by some for its perverse macro-
economic impacts (Pearson, 2009), these effects have also been felt to varying degrees
under subsequent programs. Because all work-for-the-dole activities involve the
provision of what is essentially free labour (i.e. heavily or fully subsidised through

8 A form of transitional employment, which produces social benefits for the local community
(Marshall and Macfarlane, 2000).
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welfare payments), it is inevitable that they undercut mainstream markets to some
extent by undermining competition (Personal communication with Cape York
Institute, 2016). In a practical sense, intensive work-for-the-dole requirements can also
leave jobseekers with little spare time to pursue the kind of entrepreneurship needed to
move them into employment (Altman, 2016) and may also discourage jobseekers from
moving elsewhere to take up outside employment opportunities.

Future policymakers must be acutely attuned to this problem and recognise
the paramount importance of striking a balance between using intermediate labour
markets to benefit jobseekers, versus stifling and monopolising opportunities for
economic growth. Part of this balancing exercise is also about ensuring that appropriate
funding, resources and support are directed to grassroots enterprise development, as
well as attracting investment from external private enterprise. Although this occurred
to some extent under previous programs, CDP is marked by a dramatic reduction
in funding to support economic development. Other strategies outside of CDP (e.g.
Indigenous Procurement Policy and Indigenous Business Australia) have sought to
bolster Indigenous enterprise, but have had mixed success (e.g. Jacobs, 2017; Piesse,
2016). However, if Indigenous entrepreneurship and businesses are to thrive, greater
support is needed to address social barriers and develop capacity (Spencer et al., 2017;
Howard and Foley, 2006).

Although intermediate labour markets can be useful stepping stones, their
real benefits are more likely to be felt when they are transitory and encourage the
longer-term growth and strengthening of open markets. Ultimately, the employment
programs considered in this paper have not included, nor been supplemented with,
successful strategies for overcoming this core structural issue.

Funding structure

Funding structures have remained very similar across the programs. One of the main
‘tweaks’ has been to the timing and volume/magnitude of outcome payments. For
instance, payments were available at 13 and 26 weeks under both JN and JSA, and
were paid gradually over time. This was similar under RJCP, where payments were
available at earlier intervals (e.g. a seven-week category was added) and were made
incrementally (ANAO, 2017). However, this changed under CDP, where payments are
now only made at 13 weeks (30 per cent of the overall payment) and at 26 weeks
(where the remaining 70 per cent of the fee is paid) (ANAO, 2017).

Ideally, programs will incentivise providers to move jobseekers off their books
and into employment. However, at different times, well-intended funding structures
have actually created perverse economic incentives for providers to ‘cream’ (i.e. pay
disproportionate attention to less disadvantaged jobseekers who are more likely to
move into employment) and ‘park’ (i.e. pay less attention to disadvantaged jobseekers
who are less likely to be employed) jobseekers (Carter and Whitworth, 2015; ANAO,
2009). The practice of creaming increases providers’ chances of collecting outcome
payments, while parking enables them to claim ongoing activity and administration
payments to keep jobseekers on their books and ‘busy’.

One Indigenous provider (in Fowkes, 2016a) described that, under CDP, they
had a choice between keeping jobseekers on work-for-the-dole activities for an annual
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income of over $12,450 versus moving them into employment where, if the jobseeker
makes it to the 26-week mark, the provider may receive a $7,500 employment outcome
fee. The latter is a risk while the work-for-the-dole income is guaranteed (Fowkes,
2016a). This incentive to park disadvantaged jobseekers is also greater under CDP
because of a lack of additional up-front funding to address complex barriers to
employment (Dockery and Lovell, 2016).

Targeted funding for disadvantaged jobseekers was available under JN, JSA
and RJCP, though these funding pools were found to be too small and the administrative
burdens too high, at least under JN (Thomas, 2007) and RJCP (Fowkes and Sanders,
2015). Under CDP, this funding is simply not available. This increases the level of
risk providers must take on in preparing disadvantaged jobseekers for employment;
ultimately, it is a smarter business move to park them and focus on creaming less
disadvantaged jobseekers.

It is surprising that, even after these issues were repeatedly raised with
previous programs, the CDP model has arguably led to even more perverse incentives
than existed previously—perhaps a further indication that policy learning in this space
is lacking.

5. Conclusion

Indigenous labour-force participation and employment remains low despite decades
of intervention from employment programs. This paper describes and discusses
programs that have been implemented from 2007 onwards, when CDEP, began to
be rolled back. It argues that, despite rapid program shifts in the last decade, which
have dismayed service providers and jobseekers alike, the underpinning policies have
remained very similar. In this regard, Fowkes’ (2011) argument about JN and JSA is,
seven years later, equally relevant to RJCP and CDP; fundamental policy issues that
prevent greater traction and progress towards outcomes have still not been addressed.

The fact that the programs from 2007 onwards have failed to address these
core issues, and in some cases worsened them, indicates evidence of either severe
incrementalism, where policy learning has been minimal at best, or an intentional
use of programming as a political veneer to disguise negligible progress (Althaus,
Bridgman and Davis 2018, p. 183; Quiggin, 2006). However, despite the impetus, the
reality is that mere ‘tweaking’ of program content and emphases has not yet produced
the desired results, and is unlikely to produce these into the future. Radical change is
needed.

A starting point might be to consider alternative models proposed in the
literature (e.g. Fowkes, 2011; Carter and Whitworth, 2015; Jordan and Fowkes, 2016).
However, there needs to be strong political will to change. Whether or not the new
program, due to replace CDP in late 2018, will take a different approach remains to
be seen. However, the recent history described in this paper indicates that it is sadly
unlikely.
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